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Glossary of Terms

Our industry uses many terms and acronyuaisrhay not be familiar to you. To assist you iadiag this document, we have provided
below definitions of some of these terms refermethtour document.

. Access Lines.Telephone lines reaching from the customer's @&sto a connection with the public switched tetaye
network. When we refer to our access lines we nadlaour consumer, wholesale and business access limcluding those us
by us and our affiliates.

. Asynchronous Transfer Mode (ATMA broadband, network transport service that ptesia fast, efficient way to move large
guantities of information.

. Competitive Local Exchange Carriers (CLECs)elecommunications providers that compete witimysroviding local voice
services in our local service area.

. Customer Premises Equipment (CPE)elecommunications equipment sold to a custoomrally in connection with our
providing telecommunications services to that cuso

. Dedicated Internet Access (DIA)nternet access ranging from 128 kilobits peogsedo 2.4 gigabits per second.

. Digital Subscriber Line (DSL).A technology for providing high speed data comioations over telephone lines.

. Frame Relay. A switching technology that allows data to trawveindividual packets of variable length.

. Incumbent Local Exchange Carrier (ILEC)A traditional telecommunications provider, sushwest Corporation, that, prior

to the Telecommunications Act of 1996, had exclasight and responsibility for providing local tetenmunications services
in its local service area.

. Interexchange Carriers (IXCs).Telecommunications providers that provide lonsfatice services to end-users by handling
calls that are made from a phone exchange in orieAL#& an exchange in another LATA or between exgeanwithin a
LATA.

. Integrated Services Digital Network (ISDNA telecommunications standard that uses digiéaldmission technology to
support voice, video and data communications apiptios over regular telephone lines.

. InterLATA long-distance servicesTelecommunication services that cross LATA bouigsaand "800" services.

. Internet Dial Access.Provides ISPs and business customers with a @mapsive, reliable and cost-effective dial-up nekwo
infrastructure.

. Internet Protocol (IP). A protocol for transferring information acrose tinternet in packets of data.

. Internet Service Providers (ISPs)Businesses that provide Internet access to @tatbmers.

. IntraLATA long-distance servicesThese services include calls that terminate detaicaller's local calling area but within

their LATA and wide area telecommunications senacé800" services for customers with highly corntcated demand.

. Local Access Transport Area (LATAA geographical area in which telecommunicatiomjolers may offer services. There
are 163 LATAs in the United States and 27 in ogalservice area.
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Local Calling Area. A geographical area, usually smaller than a LAWAhin which a customer can make telephone «
without incurring long-distance charges. Multipbe#l calling areas make up a LATA.

Private Lines. Direct circuits or channels specifically dedichte the use of an end-user organization for thpqse of
directly connecting two or more sites.

Public Switched Telephone Network (PSTNhe worldwide voice telephone network that isemsible to every person with a
telephone and a dial tone.

Unbundled Network Elements (UNEsRiscrete elements of our network that are solgased to competitive
telecommunications providers.

Virtual Private Network (VPN).A private network that operates securely withppuhlic network (such as the Internet) by
means of encrypting transmissions.

Voice over Internet Protocol (VolP)An application that provides real-time, two-wapability originating in the internet
protocol over a broadband connection.

Web Hosting. The providing of space, power and bandwidth itadanters for hosting of customers' Internet eneipt.
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Unless the context requires otherwise, referencekis report to "Qwest," "we," "us," the "Compargrid "our" refer to Qwest
Corporation and its consolidated subsidiaries, aaférences to "QCII" refer to our ultimate paremrngpany, Qwest Communications
International Inc., and its consolidated subsidé

PART |

ITEM 1. BUSINESS

We are wholly owned by Qwest Services Caafion, or QSC, which is wholly owned by QCII. Weopide local telecommunications
and related services, long-distance services areless, data and video services within our localise area, which consists of the 14-state
region of Arizona, Colorado, Idaho, lowa, Minnesdiontana, Nebraska, New Mexico, North Dakota, @regsouth Dakota, Utah,
Washington and Wyoming.

Our operations are included in the consdéid operations of our ultimate parent, QCII, aedegally account for the majority of QCII's
consolidated revenue. Our telecommunications prsdund services are provided through our tradititelephone network located within ¢
local service area. In addition to our operati@dd€]l maintains a wireless business (comprised @fitireless operations we transferred to an
affiliate in May 2004) and a national fiber optietwork. Through its fiber optic network, QCII prdes the following wireline products and
services that we do not provide:

. InterLATA long-distance services;
. Dedicated Internet access;

. Virtual private network;

. Internet dial access;

. Web hosting; and

. Professional services.

For certain other products and servicepreide and for a variety of internal communicaidanctions, we utilize QCII's fiber optic
network to transport voice and data traffic. Algopugh its fiber optic network, QCII provides matally some data and Internet access
services, including private line, ATM and Frame &elwhich are similar to what we provide within docal service area.

We were incorporated under the laws ofState of Colorado in 1911. Pursuant to a mergavdst QCIl and U S WEST, Inc. (our pre-
merger parent) on June 30, 2000, QCII acquirethalbperations of U S WEST and its subsidiariesvamtbecame an indirect wholly owned
subsidiary of QCII. We refer to this merger as'tkierger” and have described it in greater detaMote 1—Business and Background to our
consolidated financial statements in Item 8 of thsort. Our principal executive offices are locb#¢ 1801 California Street, Denver,
Colorado 80202, telephone number (303) 992-1400.

For a discussion of certain risks applieablour business, financial condition and resafltsperations, see the risk factors described in
"Special Note Regarding Forward-Looking Statemeintdtem 7 of this report.

Financial Condition

The below table provides a summary of sofraur key financial metrics. This information shabe read in conjunction with, and is
qualified by reference to, our consolidated finahstatements and




notes thereto in Item 8 of this report and "Managets Discussion and Analysis of Financial Conditimd Results of Operations” in Item 7
of this report.

Year Ended December 31,

2002 2001 2000

(Dollars in millions)

Operating Results:

Operating revenu $ 11,91¢ $ 12537 $ 12,08¢
Operating expenst 9,91¢ 9,74¢ 9,872
Operating incom: 2,00z 2,78¢ 2,212
Net income 80% 1,407 902

Balance Sheet Data:

Total debt 9,15¢ 9,58¢ 8,73¢

Working capital deficit* (3,799 (5,847 (4,237

Accumulated defici (3,617 (3,617 (3,617
* Working capital deficit is calculated as the amdoypivhich our current liabilities exceed our cutrassets.

As indicated above, we have recently exgpeed declining revenue. We are taking a numbaeraafsures designed to improve our
financial condition, such as our recent and coimtigeustomer service initiatives, cost reductiond antering into financial transactions to
extend maturities on our debt. However, if reveand cash provided by operations continue to dedfimeonomic conditions do not impro
or if QCII or we become subject to significant jmagnts and/or settlements as further discusseddgdlProceedings" in Item 3 of this rep
our ability to meet our debt service obligationd aur financial condition could be materially ardVarsely affected, potentially adversely
affecting our credit ratings, our ability to accéiss capital markets and our compliance with debtoants.

Operations

We market and sell our products and sesviceeonsumer and business customers. In genearabusiness customers fall into the
following categories: (1) small businesses; (2)amatl and global businesses; (3) governmentaliestiand (4) public and private educational
institutions. We also provide our products and ises/to other telecommunications providers on alegade basis.

Impact of Restatemer

This report contains our restated constéididinancial statements for the years ended DeeeBih 2001 and 2000. We performed an
analysis of our previously issued consolidatedrfaial statements for 2001 and 2000 and identifiadraber of errors. The nature of the
errors and the restatement adjustments that werhade to our financial statements for the yeare@mkecember 31, 2001 and 2000 are set
forth in Note 3—Restatement of Results to our cbdated financial statements in Item 8 of this reép®dhis restatement resulted in, among
other things, an aggregate reduction in revenwppfoximately $335 million and an aggregate deer@aset income of approximately $645
million, including the impact for the three mon#hrsded March 31,




2002. The net impact of the restatement adjustn@ntsur previously issued 2001 and 2000 consolitiincial statements is summarized
as follows:

December 31, 2001

Pre-Tax
Revenue Income Net Income

(Dollars in millions)

Previously reporte $ 12,67F $ 2,77t $ 1,731
Net restatement (13¢) (539 (330
As restate( $ 1253 $ 2,248 $ 1,407

B ]
December 31, 2000

Pre-Tax
Revenue Income Net Income

(Dollars in millions)

Previously reporte $ 12,300 $ 190« $ 1,19¢
Net restatement (21¢€) (25¢) (299)
As restate( $ 12,08 $ 1,646 $ 90z

The restatements involve revenue recogniisues related to termination fees, wirelessmaes and installation fees, and expense
recognition, as well as other matters. In makirgsthrestatements, we have performed an internisisaf our accounting policies,
practices, procedures and disclosures for thetafigueriods.

While our restatement of revenue and netrime is attributable primarily to misinterpretasaor misapplications of GAAP, we believe
that many of the restatement adjustments weresthdtrof certain ineffective internal control padis and procedures. For a more detailed
description of our restatement adjustments, see BletRestatement of Results to our consolidatedhfimh statements in Item 8 of this

report.

We have not amended our prior filings titeiet the restatement. As a result, the informapogviously filed in our annual reports on
Form 10-K for fiscal years 2001 and 2000, our qeréyrtreports on Form 10-Q for the quarterly periodsuded in those fiscal years and for
the quarter ended March 31, 2002 and any curr@art®on Form 8-K, or other disclosures, contairfiagal 2002, 2001 or 2000 information
filed or made prior to the filing of our 2002 Fofi-K on January 13, 2004 should not be relied upon.

Wireline Services

We offer a wide variety of wireline prodsi@nd services in a variety of categories that petgple and businesses communicate. Our
wireline products and services are offered throaightraditional telecommunications network. Ouditi@nal telecommunications network
consists of all equipment used in processing taonications transactions within our local sendcea and forms a portion of the public
switched telephone network. Our traditional telaphaetwork is made up of both copper cables amt éibtic broadband cables and serves

approximately 17.0 million access lines.
Wireline Products and Services

The following reflects the key categorié®or wireline products and services.
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Local Voice Services—Consumer, Business\dmalesale. Through our traditional telephone network, wigioate and terminate loc
voice services within local exchange service terigs as defined by the state regulators. Our qoesand business local voice services
include:

. basic local exchange services provided throughsadases connected to our portion of the traditiagekephone network;
. switching services for customers' internal commatians through facilities that we own;

. various custom calling features such as Calleidal| Waiting, Call Return and 3-Way Calling;

. enhanced voice services, such as voice mail;

. operator services, including directory assistance;

. public telephone service;

. voice customer premises equipment and

. collocation services (i.e., hosting of another jlev's telecommunication equipment in our facidijie

Recently, we also began to offer Intermetqrol telephony (sometimes referred to as Voiger internet protocol, or VolP) in Minnes:
on a limited basis. This technology allows us ti@iomore features at reduced costs to customers.

On a wholesale basis, we provide netwakdport, billing services and access to our loedhark within our local service area to other
telecommunications providers and wireless carriengse services allow other telecommunicationsigess to provide telecommunications
services using our local network. At times, we EBIEs which allow our wholesale customers to bthleir own networks and interconnect
with our network.

Long-Distance Voice Services—Consumer arsihBss. We provide IntraLATA long-distance service tar austomers within our
local service area.

Access Services—WholesaldlVe provide access services to other telecomeations providers for the use of our local netwtork
connect their customers to their data and IP nédsveo they can provide long-distance services.

Data and Internet Services—Consumer, Bssiaed Wholesale. We offer a broad range of products and profesdiservices to
enable our customers to transport voice, data atebyvelecommunications at speeds ranging from RibBits per second to 10 gigabits per
second. Our customers use these products andeeinia variety of ways. Our business customersghesa to facilitate internal and external
data transmissions, such as transferring files foomlocation to another. Our consumer customershesn to access email and the Internet
under a variety of connection speeds and pricirukgges. We provide our data and Internet servicesii local service area.

Our consumer and business data and Inteemneices are described below:

. Digital subscriber line, which provides consumed énsiness customers a digital modem technologycthaverts their
existing telephone lines into higher speed faetitior video and high-speed data communicatiotisetdnternet or private
networks. Substantially all of our DSL customers emrrently located within our local service area;

. Asynchronous transfer mode, which is a broadbaetiyark transport service that provides a fastciffit way to move large
guantities of information over our highly reliabtsalable and secure fiber optic broadband network;
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. Frame relay, which is a switching technology tHetves data to travel in individual packets of vaulelength. The ke
advantage to this approach is that a frame relayark can accommodate data packets of various sgssciated with virtual
any data protocol;

. Private lines, which are direct circuits or chasrsgecifically dedicated to the use of an esdr organization for the purpose
directly connecting two or more sites. Private $irndfer a secure solution for frequent communicatiblarge amounts of data
between sites;

. Integrated services digital network is a comprehlendigital network architecture allowing usergransmit voice, data, video
and image—separately or simultaneously—over stahigdephone lines or fiber optics; and

. Professional services, which include network mameag, the sale, installation and maintenance & @&E and the building
of proprietary fiber optic broadband networks far governmental and other business customers.

On a wholesale basis, we provide collocaesiervices, or hosting of other providers' telecamitations equipment in our facilities. We
also provide wholesale private line services prilyao other providers of long-distance servicealiow them use of our local network to
connect their customers to their networks.

Strategic Relationships

From time to time we negotiate and entty gtrategic relationships to expand our wireliaeviees total product offering. For example,
we recently entered into strategic marketing areamgnts with DIRECTYV, Inc. and Echostar Communic®iGorporation to allow us to
bundle satellite television products and servidegb@se companies with our traditional telecommatioms and data and Internet offerings in
several markets in our local service area, inclgdinlorado, Nebraska, Arizona and Washington. Wieweerelationships such as these will
be important for us to provide the full suite obgucts being demanded by the market.

Distribution Channels

We sell our retail wireline products andvsees through a variety of channels, includingdirsales marketing, telemarketing and
arrangements with third-party agents. We also pi@te use of similar products and services, andisle of our network assets on a
wholesale basis, as described above.

Wireless Services

We operate wireless services primarily tigto our wholly owned subsidiary, Qwest Wireless LOBrough Qwest Wireless, we operate
a personal communications service, wireless nettlmkserves select markets within our local seraiea, including Denver, Seattle,
Phoenix, Minneapolis, Portland, Salt Lake City atiter smaller markets. We currently provide wirglpsoducts and services to consumer
and business customers within these select markefgrovide these services, we hold 10 megahertielHr, PCS licenses that were issue
1997 with 10-year terms and are renewable for ssiee 10year terms under Federal Communications CommissioRCC, regulations. W
also provide digital wireless services in the 18018z band.

In August 2003, we entered into a servagreement with a subsidiary of Sprint Corporatiuat &llows us to resell Sprint wireless
services, including access to Sprint's nationwitteless network, to consumer and business customensarily within our local service are
We plan to begin offering these Sprint servicesaurmlir brand name in early 2004. Under the sendagesement, we retain control of all s:
and marketing, customer service, billing and cadidex; pricing, promotion and product offerings télg to the Sprint services that we resell.
The services agreement




provides that Sprint will be our exclusive wirelggsvider and has an initial term of five yearsttwautomatic renewal for successive one-
year terms until either party provides notice ofi-renewal). Our wireless customers who are currdrgipg serviced through our proprietary
wireless network will be transitioned onto Sprimt&twork.

We market our wireless products and sesvikeough our website, partnership relationshigb@m sales/call centers. We offer consu
and business customers a broad range of wirelaass,ps well as a variety of custom and enhaneddriss, such as Call Waiting, Caller ID,
3-Way Calling, Voice Messaging, Enhanced Voice iigland Two-Way Text Messaging. We also offer ind¢gd service, which enables
customers to use the same telephone number anghvailchox for their wireless phone as for their leomn business phone.

We intend to transfer ownership of Qwestaldiss to an affiliate in the near future. Aftasttransfer, we will no longer have significant
wireless operations. This transfer will take plasesoon as we have received all necessary regukgtprovals, perhaps as early as the first
quarter of 2004.

Other Services

We provide other services that primarilydlve the sublease of some of our real estatesgsaath as space in our office buildings,
warehouses and other properties. The majority efelproperties are located in our local servica. e also provide affiliate services which
consist of telecommunication services providedftitiated enterprises.

Importance, Duration and Effect of Patents, Tradenanes and Copyrights

Either directly or through our subsidiarie® own or have licenses to various patents, traaes, copyrights and other intellectual
property necessary to the conduct of our busindesdo not believe that the expiration of any of imtiellectual property rights, or the non-
renewal of those rights, would materially affect cesults of operations.

Competition
Wireline Services

Local Voice Services. In providing local voice services to our congurand business customers within our local seraiea, we
compete with national carriers, smaller regionahters, competitive access providers, indepengdephone companies, Internet telephony
providers and, increasingly, with wireless prov&land cable companies. Technology substitutiorh) asavireless substitution for wireline,
cable telephony substitution for wireline and cabledem substitution for dial-up modem lines and Disds been a significant cause for a
decrease in our total access lines in 2002. Cotigpets based primarily on pricing, packaging ofvéges and features, quality of service and
increasingly on meeting customer care needs sushrgaified billing and timely response to servils.

The obligation to make number portabilitsagable from wireline to wireless service, whiclaswecently mandated by the FCC, is
another competitive factor that may increase adaessosses. Also, revenue for local voice serviggy be affected adversely should
providers of VoIP services attract a sizable bdsmistomers who use VolIP to bypass traditionalllegahange carriers. A related concern is
the risk that interconnect fees we receive fromhegibther telecommunications providers will be stuif phone-to-phone VolP calls are
determined by the FCC or otherwise not to be suilhjeintercarrier compensation obligations thathapp traditional telephony.

Our existing infrastructure and long-stangdtustomer relationships make us the market léad@oviding local voice services in our
local service area. Although our status as an it@mhlocal exchange carrier helps make us the teagoviding wireline services within
our local
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service area, increased competition has resultegcent declines in our access lines. Please saadtygment's Discussion and Analysis of
Financial Condition and Results of Operations'tém 7 of this report for more information regardingnds affecting our access lines.

Our competitors, mainly CLECs and CLEC/I¥@nbinations, have accelerated their use of unledgnaétwork element—platforms, or
UNE-P. This wholesale service, which as a mattauofent federal and state laws and regulationaneeequired to provide at wholesale
rates, allows our competitors to purchase all efalements they may need to provide competitival Iservices to our customers. Bell
Operating Companies, or BOCs, such as Qwest, guireel to make their network elements availableaimpetitors, which allows IXCs and
CLECs an alternative to building their own telecoumications facilities. Consequently, we believestheompetitors are able to provide local
service at a cost advantage, allowing them to geirket share. Meanwhile, the obligation to prowiti¢Es reduces our revenue and margin.
We believe the offering of UNIP-services will continue to cause downward pressareur margins and result in incremental retageas lini
losses.

Long-Distance Voice ServicesNational telecommunications providers, such®8&T Corporation, Sprint, and MCI (formerly known
as WorldCom, Inc.) compete with us in providing&itATA long-distance services in our local servacea. Wireless providers also market
long-distance services as a substitute to traditiaiireline service, and wireless services inclodéh IntraLATA and InterLATA long-
distance.

Competition in the londistance consumer market is based primarily orepdastomer service, quality and reliability. We #re marke
share leader in providing IntraLATA long-distan@\sce within our local service area, but face &asing competition from national carriers,
which have substantial financial and technical ueses. Competition in the business market is basesimilar factors, as well as the ability
offer a ubiquitous solution nationwide.

In addition, the emergence of certain catitgrs, such as MCI, XO Communications, Inc. and&adUSA Incorporated, from
bankruptcy proceedings with substantially reducelot dould precipitate an industry-wide reductiomiites, thereby causing a decline in our
revenues.

Access Services. In providing switched access services, we caepemarily with smaller regional providers, inding CLECs,
competitive access providers and independent tetephompanies. We compete on network quality, custservice, product features, the
speed with which we can provide a customer witluested services and price. Although our status dsEC helps make us the leader in
providing these services within our local servicesa increased competition has resulted in a ramuit access minutes of use billed to
national long-distance carriers and wireless cegriglso, we earn certain revenues when we originaterminate calls that are carried by
national long-distance carriers and wireless cemtieat generate carrier access charges for thefuse network. To the extent that VolP
networks or VolP service providers seek to byphsgraditional methods and obligations to pay fiien of intercarrier compensation, or the
related "reciprocal compensation" which we earnuie of our network in originating or terminatirmg4l calls, these providers could enjoy a
competitive advantage versus traditional carridne wust factor the costs of carrier access changéseciprocal compensation into their
charges.

Data and Internet Services.Business customers are the primary markehfese network-related services, although we areasing
our DSL offerings to both consumer and businessousrs in several markets in our local service.dreproviding these services, we
compete with national long-distance carriers (aE\T&T, Sprint and MCI), cable operators, ILEC4ECs and large integrators. Large
integrators like International Business MachinespgBaation and Electronic Data Systems Corporatienagso competing in a new manner,
providing customers with managed network serviedsch takes inter-site traffic off our network. Gomhers are particularly concerned

11




with network reach, but are also sensitive to dualeliability, customer service and price. Weoat®mpete to a degree with cable operators
who offer high-speed broadband facilities over eahbdem, a technology directly competitive with Bf8L modems that we employ. Cable
operators who sell data or Internet services viadband may enjoy a regulatory advantage in tlegt éine not presently subject, at least ir
jurisdictions in which we operate, to regulation'eslecommunications" providers which imposes meosts and obligations, such as the
make UNE-P available to competitors or to providmpetitive access and interconnect rights.

Wireless Services. The market for wireless services within ourdiogervice area remains highly competitive. We cet@pvith AT&T
Wireless Services, Inc., Verizon Communications,lfeMobile International, Sprint and Nextel Comneations, among others. Although
we expect our competitive position to improve afterbegin offering Sprint's nationwide wirelessvésr under our brand name to customers
in our local service area, we continue to face pi&mmpetition from national, and some regional eléss carriers. Competition may increase
as additional spectrum is made available withinlocal service area, both to new competitors armlteent wireless providers who may
acquire additional spectrum in order to increasdr ttoverage areas and service quality. Competitiadghe wireless market is based primarily
on price, coverage area, services, features, hemdsehnical quality and customer service. Ouriitompetitive position will depend on our
ability to successfully integrate Sprint servicetiour branded service offerings and our abititptfer new features and services in packages
that meet our customers' needs.

Regulation

As a general matter, we are subject toresite state and federal regulation, including regfaents and restrictions arising under the
Federal Communications Act, as modified in parthmy Telecommunications Act of 1996, or the Telecamitations Act, state utility laws,
and the rules and policies of the FCC, state régidand other governmental entities. Federal EwsFCC regulations apply to regulated
interstate telecommunications (including internadictelecommunications that originate or terminatihe United States), while state
regulatory authorities have jurisdiction over regat telecommunications services that are integtatature. Generally, we must obtain and

approval of tariffs for our intrastate services,aendrequired.

This structure of public utility regulatigenerally prescribes the rates, terms and congditd our regulated wholesale and retail proc
and services (including those sold or leased to@)EWhile there is some commonality among theleggry frameworks from jurisdiction
to jurisdiction, each state has its own uniqueo$ebnstitutional provisions, statutes, regulatiastpulations and practices that impose
restrictions or limitations on the regulated eastiactivities. For example, in varying degreessglictions may provide limited restrictions on
the manner in which a regulated entity can intenatt affiliates, transfer assets, issue debt arghge in other business activities.

Interconnection

The FCC is continuing to interpret the ghtions of ILECs under the Telecommunications Adhterconnect their networks with, and
make UNEs available to other telecommunicationsigeys. These decisions establish our obligatior@ur local service area and affect our
ability to compete outside our local service ateday 2002, the U.S. Supreme Court issued itsiopiin the appeal of the FCC's rules on
pricing of UNEs. The Court affirmed the FCC's rul8ice we were following the FCC's then currentBJdicing rules, this decision did not
impact the pricing of our UNEs.
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In May 2002, the D.C. Circuit Court of Agte issued an order on the FCC's rules that detedrthe UNEs are required to be made
available to competitors. The court reversed th€ Fihding that the agency had not given adequansideration to or properly applied the
"necessary and impair" standard of the Telecomnatiioics Act. The court also ruled that the FCC impssibly failed to take into account
the relevance of competition by other types of iserproviders, including cable and satellite comgsnFinally, the court overturned a
separate order of the FCC that had authorized Slivaging" where a CLEC purchases only a portioth@fcopper line connecting the easer
This enables the CLEC to provide high-speed broadiisarvices utilizing DSL technology. Petitions fehearing were filed with the D.C.
Circuit and a petition for certiorari was filed Withe United States Supreme Court. All of theseevdemied. The D.C. Circuit did stay its or
vacating the FCC's rules until February 20, 2008eiomit the FCC to complete an ongoing rulemakindetermine what elements should be
unbundled.

On February 20, 2003, the FCC announcedttpianned to adopt revised rules prescribing@isEobligations to make UNEs availabli
competitors. The press release accompanying thésF@@ouncement indicated that the FCC's new wibesd relieve ILECs of some
unbundling obligations, while charging state retpiawith the task of determining other unbundlafigations. The FCC did not actually
release these rules and an accompanying lengthsiateantil August 21, 2003 in its triennial reviesder. The triennial review order
addresses a number of UNEs and the obligationse£$ with respect to them. Among the more signiftadeterminations made by the FCC
in the triennial review order are: (i) CLECs ard mopaired without access to unbundled switchingmwhkerving medium-to-large business
and government customers using DSwitching capacity and above, but state reguattay initiate and conclude proceedings within 89s
of October 2, 2003, to rebut this presumption ofmpairment; (iij) CLECs are impaired without acc&sswitching, and, concomitantly, the
UNE-P, to serve mass market customers, as wellogs Inigh capacity loops and dedicated transpovices (the transmission facilities
between an ILEC's central offices); proceedingstee$tate regulators to rebut these presumptiomapaEirment may be initiated and
concluded within nine months of October 2, 200i3; ¢tate regulators must initiate and concludehimitnine months of October 2, 2003,
proceedings to approve a "batch hot cut migratimegss" (a process by which a CLEC's customergddry the UNE-P would be moved to
the CLEC's own switch in the event switching isnéfiated from UNE-P) to be implemented by ILECsddrass the costs and timeliness of
the hot cut process; (iv) ILECs are no longer regglito provide other carriers with access to tigh fiiequency portion of a loop that is used
by CLECs to provide competing DSL services (refémeas line sharing); however, current line sigadnstomers are "grandfathered," and
the requirement to allow line sharing will be ptasat over a three-year period; (v) ILECs are eguired to provide CLECs with access to
"next generation" networks and facilities usedrovile broadband services; and (vi) the FCC madiifiee prohibition against CLECs using
enhanced, extended links, or combinations of unleghidops, multiplexing and dedicated transpoffiefred to as EELS) to provide both lo
and long-distance services; the FCC establishadrmqgents designed to prevent the substitutionElfsfor special access services needed
by a carrier for the provision of its long-distarssgvices.

We have joined with other ILECs in requagtihat the D.C. Circuit Court of Appeals invaligdle rules that accompanied and were
described in the triennial review order. We beliévat the FCC did not comply with the May 2002mglby the D.C. Circuit by failing to
properly apply the "necessary and impair” standaudi that the FCC impermissibly, and without adegjgaidance, delegated to state
regulators its responsibilities under the Telecomitations Act. We have also joined with the sammanies in requesting that the D.C.
Circuit postpone the effectiveness of the trienrégiew order and accompanying rules until aftarappeal of the triennial review order is
completed, assuming that the court does not gramtegjuest that the rules be immediately invalidakénally, we have filed an appeal of the
triennial review order, which, together with appselay a number of other parties, was consolidatedarEighth Circuit Court of Appeals.
Other ILECs
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and we, in turn, filed a motion to have these ctidated appeals transferred back to the D.C. Giramd the Eighth Circuit granted this
motion. Accordingly, all matters associated with #ppeal of the triennial review order will be liehy the D.C. Circuit.

On September 15, 2003, the FCC releaseatiad\of Proposed Rulemaking, instituting a compredive review of the rules pursuant to
which UNEs are priced and the discounts to CLECswrservices they intend to resell are establishreparticular, the FCC indicated that it
will re-evaluate the rules and principles surromgdl otal Element Long Run Incremental Cost, or TELRhe basis upon which UNE prices
are set. The outcome of this rulemaking could reawwaterial effect on the revenues and margins agedowith our provision of UNEs to
CLECs.

Access Pricing

The FCC has initiated a number of procegslthat could affect the rates and charges forsaceervices that we sell or purchase. These
proceedings and related implementation of resufi@¢ decisions have not yet been completed. Bedhase are a number of such
proceedings, and they are inter-related, and nelantdogies (such as VolP) are emerging that pagkducomplications, it may take some
time for the rulemaking to be completed. It is polesthat the FCC will recommend a major restruciyiiof the current system of intercarrier
compensation for use of local networks, and thisldi@affect our rights to claim payment for carrd@cess charges. There has been a nationa
trend towards reducing the amounts charged foiprecal compensation” for use of networks to orég@or terminate local, intraLATA and
other intra-state calls, in preference for a "ait keep" approach, but this is subject to vargiegisions and interests by the state agencies
that govern these intrastate rates. From timanme,tihe state regulatory agencies that regulatesisite access charges conduct proceedings
that may affect the rates and charges for thosécest

On May 31, 2000, the FCC adopted the aaefesm and universal service plan developed byQbalition for Affordable Local and
Long-Distance Service, or CALLS. The adoption of the CALproposal resolved a number of outstanding isbeésre the FCC. The CALL
plan has a five-year life and provides for thedaling: (i) elimination of the residential pre-subibed IXC charge; (ii) increases in subscriber
line charges; (iii) reductions in switched accesage rates; and (iv) the removal of certain impliciversal service support from access
charges and direct recovery from end-users; andrgonents from participating IXCs to pass throughess charge reductions to end-users.
We have opted into the five-year CALLS plan.

Advanced Telecommunications Servic

The FCC has ruled that advanced servicegged by an ILEC are covered by those provisidrth® Telecommunications Act that
govern telephone exchange and exchange accesseseivi January 2002, the FCC released a NotiPeagfosed Rulemaking regarding the
Regulatory Requirements for ILEC Broadband Telecemications Services. In this proceeding the FCCsloaght comment on what
changes should be made in traditional regulatagquirements to reflect the competitive market arghte incentives for broadband services
growth and investment. The FCC has not yet issinadi fules.

Intercarrier Compensatior

On April 27, 2001, the FCC released a NottProposed Rulemaking that commenced a broadrjnimto, and initiated a fundamental
re-examination of, all forms of compensation flowimetween carriers as a result of their networlsgoi@terconnected. There are two
primary forms of intercarrier compensation: (i)ipgocal compensation that applies to local tradfid (i) access charges that apply to long-
distance traffic. The purpose of this FCC procegdsrto examine existing forms of intercarrier cangation and explore alternatives. One
form of compensation that is being examined id ‘did
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keep" under which carriers freely exchange traifid collect charges from their end-user custonmelisul of the present system in which
carriers are obliged to compensate one anotherefiovork utilization. The rules emanating from thilemaking could result in fundamental
changes in the charges we collect from other aardad our end-users.

On April 27, 2001, the FCC issued an Owaligh regard to intercarrier compensation for In&treervice provider, or ISP-bound traffic.
The Order required carriers serving ISP-bounditr&adf reduce reciprocal compensation rates oveéd-m8nth period beginning with an initial
reduction to $0.0015 per minute of use and endiitig &vrate of $0.0007 per minute of use. In addite cap was placed on the number of
minutes of use on which the terminating carrier mlagrge such rates. This reduction lowered costsak paid CLECs for delivering such
traffic to other carriers, but has not had, andaslikely to have, a material effect on our reswt operations.

On May 3, 2002, the D.C. Circuit Court gbpeals remanded the matter to the FCC to implemesite methodology that is consistent
with the court's ruling. The rules promulgated bg ECC remain in effect while the agency contenaglédirther action. Modifications in the
FCC's rules or prescribed rates could increasexpgnses.

Wireless Local Number Portability

On November 10, 2003, the FCC issued aeradd further notice of proposed rulemaking omllowmber portability, or LNP,
mandating that wireline carriers must port teleghoombers to wireless carriers. The LNP order piexiguidance to both the wireline and
wireless industries on matters related to “interaibdNP, or the ability of customers to switch frawireline carrier to a wireless carrier or
from a wireless to a wireline carrier without chamggtelephone numbers.

In the LNP order, the FCC prescribed thmatipg from a wireline carrier to a wireless cariierequired where the requesting wireless
carrier's coverage area overlaps the geographatitocin which the wireline number is provisionet;luding cases where the wireless carrier
does not have a point of interconnection or nunmgerésources in the rate center to which the phongber is assigned. The FCC also so
comment on and will issue further rules regardmgfacilitation of wireless to wireline porting @ases where the rate center associated with
the wireless number is different from the rate eemt which the wireline carrier seeks to servedhstomer. The LNP order was preceded by
an FCC order, dated October 7, 2003, that dedtt isstues related to implementation of wireless-t@iess LNP.

To date, we do not believe the FCC's rudésted to wireline-to-wireless LNP have had a sigant impact on our access line losses,
revenue or related costs. Going forward, we beltBeamost significant impacts will be an increaseperational costs of implementing local
number portability and the unfavorable impact ostomer satisfaction due to technical difficultiehwthe porting process, both at Qwest
with other telecommunications providers. In thiganel, the FCC has a current proceeding to addresther the wireline porting interval
(both to wireless and wireline providers) shouldéduced. We could also experience an accelerafionr access line losses resulting from
the portability rules.

Voice Over IP

On December 1, 2003, the FCC conductedfigpiorum hearing to gather information concernadyancements, innovations, and
regulatory issues related to VolP services. Chairawell of the FCC has announced an intentionakan/olP a higher priority on the
FCC's agenda in the next year. Also, it is expetttatisometime early in 2004 a formal rulemakingcpeding will begin concerning VolP,
which will raise issues that overlap, to a degvdth the rulemaking concerning ILEC Broadband Telamunications Services and the
Intercarrier Compensation proceeding. There angnaber of issues that have been presented to thetff&@Concern VolP and that could
affect our
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business. One is whether VolP, and/or other for&dP, should be subject to ordinary intercargempensation requirements and other
federal or state requirements such as those thmtsena fee to support "universal service" and sufpe extension of telecommunications
and Internet facilities to rural areas and to pubthools and facilities in inner cities. Anothesue is whether VolP providers should have
some form of, or any, exemption or immunity frorther federal or state regulation. We are followiihgse developments closely, as our
network is capable of VoIP transport and similaxdy be used to carry combinations of voice andrdtivens of data in a packeted, IP-
addressed format. As a company, we are committddvielopment of VolP for our customers, and ourP/offerings are likely to grow as 1
technology matures and the regulatory situatiariasfied.

Employees

As of November 30, 2003, we employed appnaxely 32,000 employees. In accordance with plasQCII approved in the fourth
quarter of 2001 and the third quarter of 2002, @duced our employee levels by approximately 5,50pl@yees. There is additional
information regarding the restructuring in Note 4esRucturing and Mergeelated (Credits) Charges to our consolidated fir@rstatement
in Item 8 of this report.

Approximately 27,000 of our employees agresented by collective bargaining agreementstwghfCommunications Workers of
America, or CWA, and the International Brotherhaddtlectrical Workers, or IBEW. We recently enteiethb new two-year collective
bargaining agreements with the CWA and IBEW. Eddihese agreements was ratified by union membest iato effect on August 17,
2003 and expires on August 13, 2005. Among othiag#h these agreements provide for guaranteed lgagks and continuing employment-
related benefits.

Website Access

Our website address is www.gwest.com. Yaly obtain free electronic copies of our annual respen Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, and all adments to those reports at our investor relatiosissite,
www.qwest.com/about/investor/, under the headifgCFilings." These reports are available on ouestor relations website as soon as
reasonably practicable after we electronically tilem with the Securities and Exchange CommissinSEC.

ITEM 2. PROPERTIES

Our principal properties do not lend thelvs® to simple description by character and locatithe percentage allocation of our gross
investment in property, plant and equipment coedistf the following:

December 31,

2002 2001 2000

(As restated)

Land and building: 7% 7% 7%
Communications equipme 44% 44% 42%
Other network equipmel 43% 41% 41%
Genere-purpose computers and ott 6% 7% 7%
Construction in progres 0% 1% 3%
10(% 10(% 10(%

I I I

Land and buildings consist of land, langhiovements, central office and certain administeatiffice buildings. Communications
equipment primarily consists of switches, routerd mansmission electronics. Other network equigrpemarily includes conduit and cable.
General-purpose computers and other consists paitgiof computers, office equipment, vehicles atiter general support equipment. We
own substantially all of our telecommunicationsipquent required for our business. Total gross itnest in property, plant and equipment
was approximately $42.4 billion and $43.0 billias (estated) at December 31, 2002 and 2001, résggcincluding the effect of
retirements, but before deducting accumulated aégtien.
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We own and lease sales offices in majoraopetitan locations. Our network management cerdegdocated primarily in buildings that
we own at various locations in geographic areaswiieaserve. Substantially all of the installatiafisentral office equipment for our local
service business are located in buildings and od that we own.

ITEM 3. LEGAL PROCEEDINGS

Throughout this section, when we refer tha&s action as "putative"” it is because a classoleen alleged, but not certified in that matter.
Until and unless a class has been certified by thet, it has not been established that the nartaatiffs represent the class of plaintiffs they
purport to represent. When we refer to a derivadistion as "purported,” it is because the plairtiféges that he or it has brought the claim on
our behalf and the court has not yet ruled thattmplaint meets the requirements for a propewndsvie case.

Legal Proceedings Involving Qwest
Securities Action

On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCII, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. Nacahtb Robin R. Szeliga on behalf of purchasers ofl@@&lock between June 28, 2000 and
June 27, 2002 and owners of U S WEST stock on 28n2000. The complaint alleges, among other thitigg QCII and the individual
defendants issued false and misleading statemedtsrayaged in improper accounting practices inrd@laccomplish the Merger, to make
QCII appear successful and to inflate the valu®®Gfl's stock. The complaint asserts claims undeti@es 11, 12, 15 and 17 of the Securities
Act of 1933, as amended, or the 1933 Act. The campseeks unspecified monetary damages, disgorgeshélegal gains, and other relief.
On July 31, 2002, the defendants removed this staiet action to federal district court in Coloraaiod subsequently moved to consolidate
this action with the consolidated securities actaemtified below. The plaintiffs have moved to @md the lawsuit back to state court.
Defendants have opposed that motion, which is mgnidéfore the court.

Regulatory Matters

On February 14, 2002, the Minnesota Depamntrof Commerce filed a formal complaint againswith the Minnesota Public Utilities
Commission alleging that we, in contravention afdial and state law, failed to file interconnectammeements with the Minnesota
Commission relating to certain of our wholesaleteuers, and thereby allegedly discriminated agaitigtr CLECs. On October 21, 2002,
the Minnesota Commission adopted in full a propbyan administrative law judge that we committédrlividual violations of federal law
by failing to file, as required under section 252he Telecommunications Act, 26 distinct provisdound in 12 separate agreements with
individual CLECs for regulated services in Minnescthe order also found that we agreed to provitkedid provide to McLeod and
Eschelon Telecom, Inc. discounts on regulated veaddeservices of up to 10% that were not madeablaito other CLECs, thereby
unlawfully discriminating against them. The ordeumd we also violated state law, that the harmesdiby our conduct extended to both
customers and competitors, and that the damagesE€s would amount to several million dollars foimesota alone.

On February 28, 2003, the Minnesota Comnisissued its initial written decision imposingdis and penalties, which was later revised
on April 8, 2003 to include a fine of nearly $26llinh and ordered us to:

. grant a 10% discount off all intrastate Minnesotligsale services to all carriers other than Eschehd McLeod; this
discount would be applicable to purchases madéésetcarriers during the period beginning on Novamb, 2000 and
ending on May 15, 2002;
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. grant all carriers other than Eschelon and McLeodtimy credits of $13 to $16 per UI-P line (subject to certain offse!
during the months of November 2000 through Febr@afi;

. pay all carriers other than Eschelon and McLeodthigreredits of $2 per access line (subject toaieroffsets) during the
months of July 2001 through February 2002; and

. allow CLECs to opt-in to agreements the Minnesatan@ission determined should have been publiclgfile

The Minnesota Commission issued its finalften decision imposing penalties described atmvday 21, 2003. The Minnesota
Commission decision would require a penalty payneiite state of approximately $26 million and paws of carrier credits of
approximately $18 million. Of the $18 million, alic#8 million has been released by the carriersaimkbuptcy proceedings. On June 19, 2
we appealed the Minnesota Commission's ordersettJttited States District Court for the DistrictMinnesota. On August 25, 2004, the
District Court issued its order. The Court affirmtté Commission's order requiring Qwest to pay$®@ million penalty. The Court reversed
and vacated that portion ruling on the creditsifigdhat the Commission did not have the authddtgrder such remedies. The Commission
and carriers have appealed the credit issue totiited States Court of Appeals for the Eighth Gircand Qwest has cross-appealed the
penalty issue. The appeal is pending.

Arizona, Colorado, New Mexico, Washingttmwa and South Dakota have also initiated formatpedings regarding our alleged fail
to file required agreements in those states. On2i&il 2003, we entered into a settlement with ta# ef the Arizona Corporation
Commission to settle this and several other praogsdThe proposed settlement, which must be ajprby the Arizona Commission,
requires that we provide approximately $21 millinorconsideration in the form of a voluntary conttlon to the Arizona State Treasury,
contributions to certain organizations and/or igfracture investments and refunds in the form btbédits to CLECs. On December 1, 20
an administrative law judge issued a recommendeisidae denying the proposed settlement. The judgger@commended final orders
requiring us to pay approximately $11 million impéies and to issue credits to CLECs for a 24-im@etriod from October 2000 to
September 2002 equal to 10% of all wholesale itataservices performed by us. We plan to file pkoas to the recommended decisions
with the full Arizona Commission. New Mexico hasugd an order providing its interpretation of ttendard for filing these agreements,
identified certain of our contracts as coming witthat standard and opened a separate docket $teoffurther proceedings. Colorado has
also opened an investigation into these matterslde 26, 2003, we received from the FCC a lefterquiry seeking information about
these matters. We submitted our initial responghisoinquiry on July 31, 2003. The proceedings iavestigations in New Mexico, Colorado
and Washington and at the FCC could result iniygosition of fines and other penalties againshas ¢ould be material. lowa and South
Dakota have concluded their inquiries resultinganimposition of penalties or obligations to issuedits to CLECs in those states.

llluminet, Inc., a traffic aggregator, aselveral of its customers have filed complaints wéidulatory agencies in Idaho, Nebraska, lowa,
North Dakota and New Mexico, alleging that they emétled to refunds due to our purported imprapgrlementation of tariffs governir
certain signaling services we provide in thosesstathe commissions in Idaho and Nebraska havd mtavor of llluminet and awarded it
$1.5 million and $4.8 million, respectively. We g reconsideration in both states, which was akrEiad subsequently perfected appeals in
both states. The proceedings in the other statbiastates where llluminet has not yet filed coamus could result in agency decisions
requiring additional refunds.

We have other regulatory actions pendinigdal regulatory jurisdictions, which call for pe decreases, refunds or both. These actions
are generally routine and incidental to our busnes
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Other Matters

From time to time we receive complaints Bedome subject to investigations regarding "slamgfh{the practice of changing long-
distance carriers without the customer's cons&em®@mming"” (the practice of charging a consumermfoods or services that the consumer has
not authorized or ordered) and other sales practitierough December 2003, we resolved allegatiodscamplaints of slamming and
cramming with the Attorneys General for the statledrizona, Colorado, Idaho, Oregon, Utah and Wagtan. In each of those states, we
agreed to comply with certain terms governing @les practices and to pay each of the states bet$280,000 and $3.75 million. On
December 11, 2003, we received a request for irdtiom from the FCC related to changes in certastamers' preferred carriers for
interLATA or intraLATA long distance service. We snhecome subject to other investigations or compdan the future, and any such
complaints or investigations could result in furtlegal action and the imposition of fines, peraltor damage awards.

We are subject to a number of environmamigtters as a result of our prior operations asqfahe Bell System. We believe that
expenditures in connection with remedial actiondaurthe current environmental protection laws tateel matters will not be material to our
business or financial condition.

Legal Proceedings Involving QCII

QCll is involved in several investigatiosgcurities actions and other matters that, iflvesbagainst QCII, could have a material adv
effect on our business and financial condition.SEhmatters are more fully described below.

Investigations

On April 3, 2002, the SEC issued an ordénwestigation that made formal an informal invgation of QCII initiated on March 8, 2002.
QCll is continuing in its efforts to cooperate fulith the SEC in its investigation. The investigatincludes, without limitation, inquiry into
several specifically identified QCIlI accounting gtiaes and transactions and related disclosurésthahe subject of the various adjustments
and restatements described in the QCIl Form 10rKhe year ended December 31, 2002, or the QCI2 Fadm 10-K. Some of these
accounting practices and transactions and relasetbdures also are the subject of various adjustisrend restatements described in this
Form 10-K. See Management's Discussion and Anabfdtsnancial Condition and Results of Operationsesf@tement of 2001 and 2000
Consolidated Financial Statements in Part Il, Iiebelow for more information about our restatem&hg investigation also includes inquiry
into disclosure and other issues related to trdimsecbetween QCII and certain of its vendors agrtlain investments in the securities of th
vendors by individuals associated with QCII.

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of its business.
QCIl believes the U.S. Attorney's Office is invegstiing various matters that include the subjecth®finvestigation by the SEC. QCIl is
continuing in its efforts to cooperate fully withet U.S. Attorney's Office in its investigation.

During 2002, the United States Congresd hebrings regarding QCIl and matters that arelairto those being investigated by the SEC
and the U.S. Attorney's Office. QCII cooperatedyfwith Congress in connection with those hearings.

While QCII is continuing in its efforts tmoperate fully with the SEC and the U.S. Attoraeffice in each of their respective
investigations, QCII cannot predict the outcoméhoke investigations. QCII has engaged in discassigth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidt. Such discussions are preliminary and Qgahnot predict the likelihood of whether
those discussions will result in a settlement &rgh, the terms of such
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settlement. However, settlements typically involamong other things, the SEC making claims undefeteral securities laws in a compli
filed in United States District Court that, for poses of the settlement, the defendant neithertadmr denies. Were such a settlement to
occur, QCII would expect such claims to addressyntdithe accounting practices and transactionsreladed disclosures that are the subject
of the various restatements QCII has made as welblditional transactions. In addition, any setdatwith the SEC may also involve, am
other things, the imposition of a civil penaltyetamount of which could be material, and the eotrg court order that would require, among
other things, that QCII and its officers and dicestcomply with provisions of the federal secusitiaws as to which there have been
allegations of prior violations.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€dtsings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Thesel@rovided pro forma normalized earnings infoiomathat excluded certain nonrecurring
expense and income items resulting primarily froi Merger. On November 21, 2001, the SEC staffinéal QCII of its intent to
recommend that the SEC authorize an action ag@i@$itthat would allege it should have includedhe earnings release a statement of its
earnings in accordance with generally accepteduatiwy principles in the United States of AmerioaGAAP. As of January 13, 2004 (the
date of the original filing of this Form 10-K), mation had been taken by the SEC. However, QCléetgathat if its current discussions with
the staff of the SEC result in a settlement, swttiesnent will include allegations concerning th@uary 24, 2001 earnings release.

Also, as previously announced in July 2B92he General Services Administration, or GSA,@®A is conducting a review of all
contracts with QCII for purposes of determiningganet responsibility. On September 12, 2003, we \wiéogmed that the Inspector General
of the GSA had referred to the GSA Suspension/Deéat Official the question of whether QCII (incladius and its other subsidiaries)
should be considered for debarment. QCII has h&#enmed that the basis for the referral is lastrBaty's indictment against four former
QCII employees in connection with a transactiorhvfite Arizona School Facilities Board in June 2@6il a civil complaint filed the same
day by the SEC against the same former employagstarrs relating to the Arizona School FacilitResard transaction and a transaction
with Genuity Inc. in 2000. QCII is cooperating fulivith the GSA and believes that it and we will @msuppliers of the government;
however, if it and we are not allowed to be supplie the government, it and we would lose theitghid expand the services we could
provide to a purchaser of telecommunications sesvthat has historically represented between 298%ndf QClI's consolidated annual
revenue.

Securities Actions and Derivative Actions

Since July 27, 2001, 13 putative classoactiomplaints have been filed in federal distratirt in Colorado against QCII alleging
violations of the federal securities laws. Onehafse cases has been dismissed. By court ordeerttaning actions have been consolidated
into a consolidated securities action, which weréd herein as the "consolidated securities attllaintiffs in the consolidated securities
action name as defendants in the Fourth Consotidateended Class Action Complaint, or the Fourth €&didated Complaint, which was
filed on or about August 21, 2002, QCII, its forn@airman and Chief Executive Officer, Joseph RedNm, its former Chief Financial
Officers, Robin R. Szeliga and Robert S. Woodrotffier of its former officers and current directaral Arthur Andersen LLP. The Fourth
Consolidated Complaint is purportedly brought ohddeof purchasers of QCIlI's publicly traded setiesi between May 24, 1999 and
February 14, 2002, and alleges, among other ththgsduring the putative class period, QCII andaie of the individual defendants made
materially false statements regarding the resdl@Qil's operations in violation of section 10(b)tbe Securities Exchange Act of 1934, or
the Exchange Act, that certain of the individudiedelants are liable as control persons under se2fi¢a) of the Exchange Act, and that
during the putative class period, certain of trahirdual defendants sold some of their shares ofi'® €ommon stock in
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violation of section 20A of the Exchange Act. ThmuRh Consolidated Complaint also alleges that @Githancial results during the putative
class period and statements regarding those regettsfalse and misleading due to the allegediv@rstatement of revenue,

(il) understatement of costs, (iii) manipulationesfiployee benefits in order to increase profitgbdind (iv) misstatement of certain assets and
liabilities. The Fourth Consolidated Complaint figt alleges that QCII and certain of the individdelendants violated section 11 of the 1
Act, and that certain of the individual defendaants liable as control persons under section 16833 Act by preparing and disseminating
false registration statements and prospectuseglipthe registration of 897,907,706 shares of @@&dmmon stock to be issued to U S WI
shareholders dated June 21, 1999, as amended ALRjuk?99 and September 17, 1999; (2) the exchaih$@.25 billion of QCII's notes

dated July 12, 2001; and (3) the exchange of $3illién of QCII's notes dated October 30, 2001. Hoairth Consolidated Complaint seeks
unspecified compensatory damages and other rel@fiever, lead counsel for the plaintiffs has intikchthat plaintiffs will seek damages in
the billions of dollars. On September 20, 2002hBQCII and the individual defendants filed motidgaglismiss the Fourth Consolidated
Complaint. Those motions are currently pending teetbe court. On November 4, 2002, lead plaintiffthe consolidated securities action
filed a motion for a temporary restraining orded gmeliminary injunction seeking to enjoin QCllae of Qwest Dex, Inc. or, in the
alternative, to place the proceeds of such sadeconstructive trust for the benefit of the pldfstiThe court denied both motions.

On October 22, 2001, an alleged derivdawesuit was filed in the United States District @ofar the District of Colorado, naming as
defendants each of the then members of QCII's Bofaldrectors, or the Board, and naming QCIl a®mimal defendant. The derivative
complaint is based upon the allegations made itnsolidated securities action and alleges, anotimgy things, that the Board members
intentionally or negligently breached their fidugiauties to QCII by failing to oversee implemeidatof securities laws that prohibit insider
trading. The derivative complaint also alleges thatBoard members breached their fiduciary dutg3Cll by causing or permitting it to
commit alleged securities violations, thus (i) éagst to be sued for such violations, and (ii) gating it to adverse publicity, increasing its
cost of raising capital and impairing earnings. @ieevative complaint further alleges that cert@imectors sold shares between April 26, 2
and May 15, 2001 using non-public information ab@@ll. On or about October 31, 2001, the courtfidm order consolidating this
derivative lawsuit with the consolidated securitetion. In December 2001, the derivative lawsuswtayed, pending further order of the
court, based on the fact that the merits of thévdgve lawsuit are intertwined with the resolutiohthe consolidated securities action. In
March 2002, plaintiffs filed a first amended detiva complaint. The first amended derivative corimladds allegations relating to the
disclosures of QCIllI's consolidated financial resédom April 2000 through February 2002. On or akldavember 5, 2002, plaintiffs filed a
second amended derivative complaint. The seconahdedecomplaint adds as defendants to the lawst#iodormer officers, including
Robin R. Szeliga, Robert S. Woodruff, and othet®e $econd amended complaint contains allegatioaddition to those set forth in the pr
complaints, stating, among other things, that€itain officers and/or directors traded QCII's ktadile in the possession of inside
information, and (ii) certain officers and/or ditexs caused the restatement of more than $1 biligavenue by concealing improper
accounting practices. Plaintiffs seek, among otaeredies, disgorgement of alleged insider tradiodits. The lawsuit remains stayed.

On March 6, 2002, an alleged derivativedaivwas filed in the District Court for the Citpé County of Denver, naming as defendants
each of the then members of the Board, certaindowfficers of QCIlI and Arthur Andersen LLP. QQGllnamed as a nominal defendant. The
derivative complaint is based upon the allegatioasle in the consolidated securities action andedi¢hat the Board members intentionally
or recklessly breached their fiduciary duties tollQiy causing or allowing it to issue financial dissures that were false or misleading.
Plaintiffs seek unspecified damages on QCII's Hedgdinst the defendants. On July 2, 2002, thie steurt derivative lawsuit
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was stayed pending further order of the court. Oabmut August 1, 2003, the plaintiffs filed an amied derivative complaint, which does
contain claims against QCII's former officers anth@r Andersen LLP, but continues to assert clageinst the Board defendants. In the
amended complaint, the plaintiffs allege, amongothings, that the individual defendants abdic#bed duty to implement and maintain an
adequate internal accounting control system ansl dHagedly violated (i) their fiduciary dutieslofalty and good faith; (i) GAAP; and

(iii) QClI's Audit Committee's charter (which reges, among other things, that QCII's Audit Comreitserve as an independent and objet
party to monitor QCII's financial reporting anddmal control system). The amended complaint dles new claims against Mr. Nacchio
his alleged breach of fiduciary duties. Plaintdéek a court order requiring that Mr. Nacchio diggao QCII all of his 2001 compensation,
including salary, bonus, long-term incentive pagaand stock options. In addition, the plaintiffstend that Mr. Nacchio breached his
fiduciary duties to QCII by virtue of his salesitsf stock allegedly made using his knowledge ofemalk non-public information. The
plaintiffs seek the imposition of a constructivestron any profits Mr. Nacchio obtained by virtdfdlese sales.

Since March 2002, seven putative clas®adiits were filed in federal district court inl@@do purportedly on behalf of all participa
and beneficiaries of the Qwest Savings and Investian and predecessor plans, or the Plan, fronciMa 1999 until the present. By court
order, five of these putative class actions hawnhmnsolidated, and the claims made by the pifintihe sixth case were subsequently
included in the Second Amended and Consolidatedplant described below and referred to as the "clidested ERISA action." QCII
expects the seventh putative class action to beatioiated with the other cases since it assertstantially the same claims. The consolidated
amended complaint filed on July 5, 2002 names tendants, among others, QCII, several former amcentidirectors, officers and
employees of QCII, Qwest Asset Management, the'®lamestment Committee, and the Plan Administea@®ommittee of the pre-Merger
QCII 401(k) Savings Plan. Plaintiffs filed a Secofmiended and Consolidated Complaint on May 21, 268&ing as additional defendan
former employee and QCII's Plan Design Committde2 donsolidated ERISA action, which is brought uridle Employee Retirement
Income Security Act, or ERISA, alleges, among othargs, that the defendants breached fiduciariedub the Plan members by allegedly
excessively concentrating the Plan's assets imd@s@®Cll's stock, requiring certain participanghe Plan to hold the matching contributi
received from QCII in the Qwest Shares Fund, fgitim disclose to the participants the alleged acting improprieties that are the subject of
the consolidated securities action, failing to stigate the prudence of investing in QCII's stadqtinuing to offer QCII's stock as an
investment option under the Plan, failing to inigeste the effect of the Merger on Plan assets lagid failing to vote the Plan's shares against
it, preventing plan participants from acquiring Q€6tock during certain periods, and, as agamstesof the individual defendants,
capitalizing on their private knowledge of QCliisgncial condition to reap profits in stock salekintiffs seek equitable and declaratory
relief, along with attorneys' fees and costs astittgion. Plaintiffs moved for class certificatiom January 15, 2003, and QCII has opposed
that motion, which is pending before the court. éefants filed motions to dismiss on August 22, 2dbdse motions are also pending be
the court.

On August 9, 2002, an alleged derivativeslait was filed in the Court of Chancery of thet8taf Delaware, naming as defendants each
of the then members of the Board and QCII currdniefdinancial Officer, Oren G. Shaffer, and nam@®gll as a nominal defendant. On or
about September 16, 2002, an amended complaintile@sn the action, naming the same defendantggixilir. Shaffer, who is no longer a
defendant in the action. A separate alleged devizdawsuit was filed in the Court of Chancery lo¢ tState of Delaware on or about August
28, 2002. That lawsuit names as defendants Q@Hsdr Chairman and Chief Executive Officer, JosepNacchio, QCII's former Chief
Financial Officer, Robert S. Woodruff, former Boarndmber, Marilyn Carlson Nelson, and each of tlea tnembers of the Board and names
QCIl as a nominal defendant. On October 30, 200254 two alleged derivative lawsuits were const#idiaand an amended complaint, or the
Second
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Amended Complaint, was later filed on or about danp23, 2003, and names as defendants the curembers of the Board, former Board
member Hank Brown, QCII's former Chief Executivdi€r, Joseph P. Nacchio, and QCII's former ChiaaRcial Officer, Robert Woodru!
and names QCII as a nominal defendant. In the $keaarended Complaint, the plaintiffs allege, amotigeo things, that the individual
defendants (i) breached their fiduciary duties bggedly engaging in illegal insider trading in Q€Istock; (ii) failed to ensure compliance
with federal and state disclosure, anti-fraud arsidier trading laws within QCII, resulting in expeos to it; (iii) appropriated corporate
opportunities, wasted corporate assets and selfidezonnection with investments in initial publiéfering securities through QCII's
investment bankers; and (iv) improperly awardedesgce payments of $13 million to QCII's former &tiixecutive Officer, Mr. Nacchio.
The plaintiffs seek recovery of incentive compeiwsgaallegedly wrongfully paid to certain defendara severance payments made to
Messrs. Nacchio and Woodruff, and all costs ineglgdegal and accounting fees. Plaintiffs have edspested, among other things, that the
individual defendants compensate QCII for any iesidading profits. Plaintiffs likewise allege tHaCll is entitled to contribution and
indemnification by each of the individual defendamlaintiffs request that the court cancel allxemeised stock options awarded to Messts.
Nacchio and Woodruff to which they were not endiflthat the defendants return to QCII all salasied other remuneration paid to them b
during the time they breached their fiduciary dsitend that the court order the defendants to eafpolicies, practices and procedures on
behalf of QCII designed to detect and prevent dlapnduct by its employees and representativesMénsh 17, 2003, defendants moved to
dismiss the Second Amended Complaint, or, in ttexradtive, to stay the action. That motion is pagdiefore the court.

On November 22, 2002, plaintiff Stephen @eg IRA Rollover filed a purported derivative lavisin Denver District Court, naming as
defendants each of the then members of QCII's Bafalddrectors, certain of QCII's former officersngchutz Company and QCIl as a
nominal defendant. Plaintiff alleges, among othérgs, that the director defendants breached fitkiciary duties to QCIl and damaged Q
by deliberately in bad faith or recklessly (i) impienting a sham system of internal controls coralyléhadequate to ensure proper
recognition of revenue; (ii) causing QCII to issakse and misleading statements and financial teswulthe market regarding its earnings,
revenues, business and investments; (iii) expadi@y to massive liability for securities fraud; Jidamaging QCII's reputation; and
(v) trading QCII's shares while in possession ofemal, non-public information regarding its trueéncial condition. The complaint purports
to state causes of action for breach of fiduciary dgross negligence and unjust enrichment agaorse of QCII's former officers and bre:
of contract and breach of the duty of loyalty/irsitrader trading against several of QCII's foromféicers and former and current directors.
or about January 7, 2003, plaintiff's counsel fideproposed amended complaint, which substitutesaaplaintiff, Thomas R. Strauss, and
adds another former officer as a defendant. Irathended complaint, plaintiff seeks (i) disgorgen@rionuses and other incentive
compensation paid to certain defendants; (ii) diggment of any profits that certain defendants nigdertue of their alleged trading on
material, inside information; and (iii) other daneagBy order dated January 9, 2003, the court piatihe substitution and Strauss became
the plaintiff in this lawsuit under the amended qdaint.

On December 10, 2002, the California Statachers' Retirement System, or CalSTRS, filedagjatnst QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California i dor the County of San Francisco. CalSTRS allegasthe defendants engaged in fraudt
conduct that caused CalSTRS to lose in excess5ff #fillion invested in QClI's equity and debt séges. The complaint alleges, among
other things that in press releases and other@atatements, defendants represented that QClomasf the highest revenue producing
telecommunications companies in the world, witthhigavorable results and prospects. CalSTRS adl¢lgat defendants were engaged,
however, "in a scheme to falsely inflate Qwest&neies and
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decrease its expenses so that Qwest would appearsunccessful than it actually was." The complpimported to state causes of action
against QCII for (i) violation of California Corpations Code section 25400 et seq. (securities Iésegking, among other damages, the
difference between the price at which CalSTRS §il's notes and stock and their true value)vb)ation of California Corporations Cot
section 17200 et seq. (unfair competition); (iigud, deceit and concealment; and (iv) breachdeicfary duty. Among other requested relief,
CalSTRS seeks compensatory, special and punitiveages, restitution, pre-judgment interest and c63®l and the individual defendants
filed a demurrer, seeking dismissal of all claitmstesponse, the plaintiff voluntarily dismisse@ tmfair competition claim but maintained
balance of the complaint. The court denied the deznas to the California securities law and fraladms, but dismissed the breach of
fiduciary duty claim against QCII with leave to amde The court also dismissed the claims againseR& Woodruff and Robin R. Szeliga
on jurisdictional grounds. On or about July 25, 208aintiff filed a First Amended Complaint. Thetarial allegations remain largely the
same, but plaintiff no longer alleges claims agaims Woodruff and Ms. Szeliga following the cosrdismissal of the claims against them,
and reasserted its claim against QCII for breadidatiary duty as an allegation of aiding and #hgtbreach of fiduciary duty. QCII filed a
second demurrer to that claim, and on Novembe0@32the court dismissed that claim without leavarhend.

On November 27, 2002, the State of NewedefSreasury Department, Division of Investment)New Jersey, filed a lawsuit similar to
the CalSTRS action in New Jersey Superior CourtckteCounty. On October 17, 2003, New Jersey filedmended complaint alleging,
among other things, that QCII, certain of QClI'efier officers and certain current directors anchArtAndersen LLP caused QCIlI's stock to
trade at artificially inflated prices by employiimgproper accounting practices, and by issuing fataeements about QCII's business, reve
and profits. As a result, New Jersey contendsithiaturred tens of millions of dollars in losséew Jersey's complaint purports to state
causes of action against QCII for: (i) fraud; G8gligent misrepresentation; and (iii) civil consgly. Among other requested relief, New
Jersey seeks from the defendants, jointly and alyecompensatory, consequential, incidental amtitive damages. On November 17, 2(
QCII filed a motion to dismiss. That motion is pemglbefore the court.

On January 10, 2003, the State UniversRiesrement System of Illinois, or SURSI, filedaavsuit similar to the CalSTRS and New
Jersey lawsduits in the Circuit Court of Cook Couniljnois. SURSI filed suit against QCII, certaifi QCII's former officers and certain
current directors and several other defendantkjdimg Arthur Andersen LLP and several investmeaaniks. On October 29, 2003, SURSI
filed a second amended complaint, dropping (i)aterindividual and corporate defendants, and t§ixlaim under the Illinois Consumer
Fraud and Deceptive Business Practices Act. Thenseamended complaint alleges that defendants edgadraudulent conduct that caused
it to lose in excess of $12.5 million invested i€IQs common stock and debt and equity securifibge. complaint alleges, among other things
that in press releases and other public statem@efisndants represented that QCIl was one of tifeelkt revenue producing
telecommunications companies in the world, witthhigavorable results and prospects. SURSI all¢igatsdefendants were engaged,
however, in a scheme to falsely inflate QCII's raxes and decrease its expenses by, among othgatailes, improper conduct related to
transactions with the Arizona School Facilities Bhasenuity, Calpoint, KMC, KPNQwest, and Konink#j KPN, N.V. The complaint
purports to state causes of action against QCleur{(g the lllinois Securities Act; (ii) commonviefraud; (iii) common law negligent
misrepresentation; and (iv) section 11 of the 1888 SURSI seeks, among other relief, punitive aremplary damages, costs, equitable
relief including an injunction to freeze or preveligposition of the defendants' assets and disgoege

The consolidated securities action, thesobdated ERISA action and the CalSTRS, New JeaselySURSI actions described above
present material and significant risk to QCII. Samfi¢he allegations in these lawsuits include mahthe same subjects that the SEC and
Attorney's Office
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are investigating. Moreover, the size, scope andraeaf QCII's recent restatements of its finanstatements for fiscal 2001 and 2000 affect
the risks presented by these investigations andrsgtas these matters involve, among other thiQ@d|'s prior accounting practices and
related disclosures. Plaintiffs in certain of tleewrities actions have alleged QCII's restatemeieims in support of their claims. While QCII
intends to defend against these matters vigorottsiyultimate outcomes of these cases are verytanteand QCII can give no assurance as
to the impacts on its financial results or finahciandition as a result of these matters. Eaclhede cases is in a preliminary phase. None of
the plaintiffs or the defendants has advanced ecgieleoncerning possible recoverable damages, atidh@€not yet conducted discovery on
these and other relevant issues. QCII has disclibsddt is unable to estimate reasonably a raffigess that it would incur if the plaintiffs in
one or more of these lawsuits were to prevail. @2l engaged in discussions for the purposes afvieg these matters and continues to
evaluate any possible range of loss. Any settlerakat judgment on one or more of these claimsadea material, and QCII cannot give any
assurance that it would have the resources avaitalppay such judgments. Also, in the event ofcareese outcome of one or more of these
matters, QCII's ability to meet its debt servicéigdiions and its financial condition could be miahy and adversely affected. As a wholly
owned subsidiary of QCII, our business operatiorfanancial condition would be similarly affected.

Other Matters

In January 2001, an amended purported eletizn complaint was filed in Denver District Cbagainst QCII and certain current and
former officers and directors on behalf of stocklest of U S WEST. The complaint alleges that Q@H & duty to pay a quarterly dividenc
U S WEST stockholders of record as of June 30, 2B@&0ntiffs further claim that the defendants mip¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to D2000. In September 2002, QCII filed a motionfummary judgment on all claims.
Plaintiffs filed a cross-motion for summary judgrhen their breach of contract claims only. On Jly 2003, the court denied both summary
judgment motions

Several purported class actions relatindpéanstallation of fiber optic cable in certaights-of-way were filed in various courts against
QCIl on behalf of landowners in Alabama, Californ@olorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT&€X{ass certification was denied in the Louisipreceeding and, subsequently,
summary judgment was granted in our favor. A newisiana class action complaint has recently bded.fClass certification was also
denied in the California proceeding, although giffsyhave filed a motion for reconsideration. Gaertification was granted in the lllinois
proceeding. Class certification has not been resbfiet in the other proceedings. The complaintiertige QCII's right to install its fiber op!
cable in railroad rights-of-way and, in Coloradtinbis and Texas, also challenge QCII's rightrtstall fiber optic cable in utility and pipeline
rights-of-way. In Alabama, the complaint challen@gsllI's right to install fiber optic cable in anight-of-way, including public highways.
The complaints allege that the railroads, utiliteesl pipeline companies own a limited property tighway that did not include the right to
permit QCII to install its fiber optic cable on th&intiff's property. The Indiana action purpaxisbe on behalf of a national class of
landowners adjacent to railroad rights-of-way owbich QCII's network passes. The Alabama, Calir@olorado, Georgia, Kansas,
Louisiana, Mississippi, Missouri, North Carolinarg@on, South Carolina, Tennessee and Texas agiopsrt to be on behalf of a class of
such landowners in those states, respectively Iliheis action purports to be on behalf of lande@ws adjacent to railroad rights-of-way over
which QCII's network passes in Illinois, lowa, Keoky, Michigan, Minnesota, Nebraska, Ohio and Wisto. Plaintiffs in the lllinois action
have filed a motion to expand the class to a nafide class. The complaints seek damages on theafrtesspass and unjust enrichment, as
well as punitive damages. Together with some ofther telecommunication carrier defendants, int&aper 2002, QCII filed a proposed
settlement of all these matters in the United StBlistrict
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Court for the Northern District of Illinois. On Juk5, 2003, the court granted preliminary appr@fahe settlement and entered an order
enjoining competing class action claims, exceps¢ha Louisiana. The settlement and the courttsittjon are opposed by some, but not all,
of the plaintiffs' counsel and are on appeal befbeeSeventh Circuit Court of Appeals. At this tifggC1l cannot determine whether such
settlement will be ultimately approved or the figakt of the settlement if it is approved.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not Applicable.
PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED $OCKHOLDER MATTERS

Not Applicable.

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated finahciata should be read in conjunction with, andgasiaified by reference to, the consolidated
financial statements and notes thereto and "ManagesnDiscussion and Analysis of Financial Conditmd Results of Operation” in Item 7
of this report. For the years ended December 311 2did 2000, the data in the table below is preseon an as adjusted basis to reflect the
restatement of results for those years (see betuliNmte 3—Restatement of Results to our consolitfit@ncial statements in Item 8 of this
report). The selected consolidated financial datale years ended December 31, 2002, 2001 and&@Qderived from, and are qualified by
reference to, the audited consolidated financakstents of the Company included in Item 8 of teport. The results presented below for
years ended December 31, 1999 and 1998 were petyiaudited by other independent auditors who lt@aesed operation

Year Ended December 31,

2001 2000
2002 (As restated) (As restated) 1999 1998

(Dollars in millions)

Operating revenue $ 11,91¢ $ 12537 $ 12,08 $ 11,46¢ $  10,87:
Operating expense 9,91¢ 9,74¢ 9,872 8,504 8,25:
Operating incom: 2,00z 2,78¢ 2,212 2,96( 2,61¢
Income before income taxes and cumulativ

effect of change in accounting princij 1,29¢ 2,24 1,64¢€ 2,52( 2,15(C
Net income(1 $ 80t $ 1,407 $ 90z $ 156z $ 1,33¢
Balance sheet dat

Total asset $ 22,52 $ 24,38¢ $ 22,56: $ 19,97¢ $ 17,57¢
Total debt(2] 9,15¢ 9,58¢ 8,73t 7,092 5,94:
Debt to total capital ratio(z 67% 68% 66% 60% 57%
Other data

Cash provided by operating activiti $ 425: $ 3,66z $ 4,01¢ % 4240 % 3,62¢
Cash used for investing activiti (1,81¢) (4,449 (4,560 (3,809 (2,627)
Cash (used for) provided by financing

activities (2,359 824 592 (445) (861)
Capital expenditure 1,82 4,50¢ 4,60( 3,75¢ 2,56¢

(1) Amounts that follow in this footnote are on an et basis.
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()

(3)

2002. 2002 net income includes a charge of $505 onilfor asset impairments and a net charge of $llBmfor restructuring and
Merger-related (credits) charges.

2001. 2001 netincome includes charges aggregating $llion for restructuring and Merger-relatedg@its) charges, a charge of
$136 million for a depreciation adjustment on asdeses returned to service, a charge of $30 milfar asset impairments, and a gain
of $31 million for the sale of rural exchanges.

2000. 2000 net income includes a charge of $498 onilfor Merger-related costs, a charge of $205 amlfior asset impairments
and a combined loss of $7 million on the sale edlraccess lines and other non-strategic assets.

1998. 1998 net income includes expenses of $58 milissociated with the June 12, 1998 separation®WVUEST
Communications, Inc.'s former parent company into independent companies and an asset impairmangelof $21 million.

Amounts include borrowings from third parties anahf affiliates, and exclude future purchase committs, operating leases, letters
of credit and guarantees. At December 31, 2002atheunt of those future purchase commitments, tipgrieases and letters of
credit was approximately $1.507 billion.

The debt to total capital ratio is a measure ofam@unt of debt in our capitalization. The ratieéculated by dividing debt by total

capital. Debt includes current borrowings and loeiga borrowings as reflected in our consolidatddr@e sheets in Item 8 of this
report. Total capital is the sum of debt and tetatkholder's equity.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL GONDITION AND RESULTS OF OPERATIONS

Certain statements set forth below undisraaption constitute "forward-looking statememntéthin the meaning of the Private Securities
Litigation Reform Act of 1995. See "Special Notegaeding Forward-Looking Statements" at the endnisf item 7 for additional factors
relating to such statements as well as for a d&onof certain risk factors applicable to our Inesis, financial condition and results of
operations.

Restatement of 2001 and 2000 Consolidated Financigtatements

This report contains our restated constdididinancial statements for the years ended Deeefih 2001 and 2000. We performed an
analysis of our previously issued consolidatedrfaial statements for 2001 and 2000 and identifiadraber of errors.

The nature of the errors and the restateadjnstments that we have made to our financidéstents for years ended December 31,
and 2000 are described in Item 1 Business—ImpaRiestatement and are set forth in Note 3—Restateofiétesults to our consolidated
financial statements in Item 8 of this report. TiEistatement resulted in, among other things, greggte reduction in revenue of
approximately $335 million and an aggregate deer@aset income of approximately $645 million, unding the impact for the three months
ended March 31, 2002. The net impact of the rasi@té¢ adjustments on our previously issued 200128080 consolidated financial
statements is summarized as follows:

December 31, 2001

Pre-Tax
Revenue Income Net Income
Previously reporte $ 12,67 $ 2,77¢  $ 1,737
Net restatement (13¢) (539 (330
As restatec $ 12,537 $ 2,24t $ 1,407

| | |
December 31, 2000

Pre-Tax
Revenue Income Net Income
Previously reporte $ 12,300 $ 1,90 $ 1,19¢
Net restatement (21€) (258¢) (299
As restate( $ 12,08 $ 1,646 $ 90z

The restatements involve revenue recogniisues related to termination fees, wirelessmege and installation fees, and expense
recognition, as well as other matters. In makireséhrestatements, we have performed an internigisésaf our accounting policies,
practices, procedures and disclosures for thetefigueriods.

While our restatement of revenue and negrnime is attributable primarily to misinterpretaiaor misapplications of GAAP, we believe
that many of the restatement adjustments weresthidtrof certain ineffective internal control padis and procedures. For a more detailed
description of our restatement adjustments, see BletRestatement of Results to our consolidateahéilah statements in Iltem 8 of this
report.

We have not amended our prior filings titeiet the restatement. As a result, the informapioceviously filed in our annual reports on
Form 10-K for fiscal years 2001 and 2000, our qeréyrtreports on Form 10-Q for the quarterly period3uded in those fiscal years and for
the quarter ended March 31, 2002 and any curr@art®on Form 8-K, or other disclosures, contairfiagal 2002, 2001
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or 2000 information filed or made prior to therfij of our 2002 Form 10-K on January 13, 2004 shaotdbe relied upon.
Results of Operations
Overview

We generate revenues from the provisiovodde services, data and Internet services, wisedesvices, other services and services to oul
affiliates. Depending on the product or servicechased, a customer may pay an up-front fee, a riyoieth, a usage charge or a combination
of these. A further description of each revenuegaty is as follows:

. Voice services.Voice services revenue includes local voice ses/revenue, IntraLATA long-distance voice servieagnue
and access services revenue. Local voice senageesue includes revenues from basic local exchaeggéces, switching
services, custom calling features, enhanced vapaces, operator services, public telephone sesyicollocation services and
CPE. Local voice services revenue also includesma® from the provision of, on a wholesale bagtyark transport, billing
services and access to our local network. IntraLAdi#g-distance voice services revenue includesmas® from IntraLATA
long-distance services within our local serviceaarccess services revenue primarily includes regsiirom switched access
services.

. Data and Internet servicesData and Internet services revenue includes r@&from data services (such as traditional private
lines, wholesale private lines, ISDN, frame relayM and related CPE) and Internet services (sudbSis, Internet dial
access, professional services and related CPE).

. Wireless services.Our wireless services are provided through ouwllytowned subsidiary, Qwest Wireless, which hadl@s
MHz licenses to provide PCS in select markets inlacal service area. We offer wireless servicaesidential and business
customers, providing them the ability to use thee#elephone number for their wireless phone athftir home or business
phone. In August 2003, we entered into a servigeseanent with a subsidiary of Sprint, that allowgaresell Sprint wireless
services, including access to Sprint's nationwi@& Rvireless network, to consumer and business imessy primarily within
our local service area. We plan to begin offerimgse Sprint services under our brand name in 2afly. Our wireless
customers who are currently being serviced thraugtproprietary wireless network will be transitashonto Sprint's network.

We intend to transfer ownership of Qwest Wirelesart affiliate in the near future. After this tréars we will no longer have
significant wireless operations. This transfer wake place as soon as we have received all negesgalatory approvals,
perhaps as early as the first quarter of 2004.

. Other services. Other services revenue is predominately deriveunh fsubleases related to our unused real estaesassch as
space in our office buildings, warehouses and gihaperties.

. Affiliate services. Affiliate revenue is derived from telecommunicais services provided to our affiliated entitiese W

generally provide the same products and serviceartaffiliated entities as we do in the marketplathese services include
both retail and wholesale products and services.

Business Trend:

Our results continue to be impacted by mloer of factors influencing the telecommunicatiordustry and our local service area. First,
the weak economy in our local service area hasrooed to
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impact demand from both our consumer and businestsmers. The impacts include reduced demand foices resulting in loss of access
lines, renegotiated commitments and loss of custenvée believe demand will continue to be affedtedause the economy's recovery in our
local service area is expected to lag the naticr@ivery. Second, technology substitution and cditiqe are expected to lead to continued
access line loss. We expect industry-wide competitictors to continue to impact our results andhese developed new strategies for
offering complementary services such as sateéitevision and wireless. Third, our results contitube impacted by regulatory responses to
the competitive landscape for our local services.

Revenue

In general, we expect to see a continuetedse in voiceelated revenue as a result of a decrease in aléwessand wireless subscribe
Access lines are expected to continue decreasinaply because of technology substitution, inchglivireless and cable substitution for
wireline telephony, and cable modem substitutiardial-up Internet access lines. In addition, cameetitors have accelerated their use of
UNE-P to deliver voice services. Although the uB&INE-P did not have a material impact on our opens in 2002, we believe the offering
of UNE-P services will cause downward pressureunrevenue and result in incremental retail actinedosses.

We have also begun to experience and expeaetased competitive pressure from telecommuinicafproviders either emerging from
bankruptcy protection or reorganizing their capstalicture to more effectively compete againstissa result of these increased competitive
pressures, we have been and may continue to bedfteaespond with less profitable product offesimgd pricing plans that allow us to
retain and attract customers. These pressures adulgtsely affect our operating results and finalnoérformance.

Starting in 2004, wireless offerings wiét bBxpanded through a new arrangement with Sprimis. drrangement will enable utilization of
Sprint's nationwide digital wireless network toesftustomers new voice and data capabilities.

We expect to see the pace of growth idiati#i revenue to accelerate. We continued to ttiansielecommunications traffic previously
carried by third parties. In addition, our affieathave expanded their data communications needmnd®004, we expect affiliate revenue to
rise due to an increase in access fees chargad tffdiates selling interexchange services in mgion.

Expenses

Our expenses continue to be impacted Htirshidemand due to increased competition and tipamsion of our product offerings.
Expenses associated with our new product offeriegd to be more variable in nature. While exisfingducts tend to rely upon our
embedded cost structure, the mix of products weep sell and regulatory and market pricing seeesnay pressure operating margins.

We expect the pace of affiliate cost inse=ato slow and potentially stabilize as a reduth@ completion in 2003 of the bulk of
functional consolidation and employee transfers.

Employee costs savings due to restructuaidymerger related synergies resulted from theutative reduction of employees from 2000
to 2002. However, these reductions coupled withelometwork costs were partially offset by incredsesffiliate costs, bad debt, pension and
retiree costs, and property and other taxes. Wearstantly reviewing all aspects of the businesdentify operational efficiencies and to
reduce costs. We will continue to evaluate ouffisigdevels and cost structure as deemed necesBagypurpose of the cost saving measures
is to facilitate our efforts, in the face of dowmdaorice pressures and increasing competition,amtain or improve our cash flow, financial
position and results of operations for the forebtefuture. Costs of both our
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pension plan and our healthcare plans are expéztashtinue to rise in the short and long term tulewer expected returns on plan assets
based on our evaluation of current and expecte#tehapnditions and anticipated continuing doubtgtdinnual percentage increases in the
overall cost of health care and prescription drugs.

Beginning in 2002, we reduced capital exliemes and expect to continue at a reduced lerghe foreseeable future. Given the current
business environment, as discussed in Item 1 sfréiport we believe that our current level of capmpenditures will sustain our business at
existing levels and support our anticipated comugn requirements in areas such as in our DSL potodu

Presentation

The results for 2001 and 2000 presenteaWbate "As Restated." Please refer to Note 3—Rersi@nt of Results to our consolidated
financial statements in Item 8 of this report. Bmalysis is organized in a way that provides tfiermation required, while highlighting the
information that we believe will be instructive fonderstanding the relevant trends going forwarcddition to the discussion of the
historical information that reviews the currentaogng presentation of our consolidated financtataments, an overview of the operational
results is provided below. Unless otherwise indidaall information is presented in accordance GitkAP.

Our operations are integrated into andparé of the segments of the QCII consolidated grdine chief operating decision maker, or
CODM, for QCIl makes resource allocation decisiand assessments of financial performance for theatimlated group based on wireline,
wireless and other segmentation. For more informnagbout QCII's reporting segments, see QCII's Zafth 10-K. Our business contributes
to the segments reported by QCII, but the QCII COMews our financial information only in connexctiwith this filing. Consequently, we
do not provide discrete financial information fow€st Corporation to a CODM on a regular basis.f8eber discussion in Note 15—
Contributions to QCII Segments to our consoliddieancial statements in Item 8 of this report.
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Results of Operations

Operating revenue
Operating expense
Cost of sales (exclusive of depreciation and ammatiton
detailed below
Selling, general and administrati
Depreciatior
Intangible assets amortizati
Asset impairment chargs
Restructuring and other char—net
Merge-related (credits) charg—net

Operating incom:

Other expense (income
Interest expen—net
(Gain) loss on sale of rural exchanges and otledfi
assets
Other expense (incom—net

Total other expen—net

Income before income taxes and cumulative effechahge
in accounting principl

Income tax expens

Income before cumulative effect of change in actiogn
principle
Cumulative effect of change in accounting principlet of tax

Net income

nm—not meaningful

Operating Revenues

Voice service

Data and Internet servic
Wireless

Other service

Affiliate services

Total operating revenut

Year ended December 31,

Absolute Change

Percentage Change

2002 v 2001 v 2002 v 2001 v
2002 2001 2000 2001 2000 2001 2000
(As restated) (As restated)
(Dollars in millions)
$ 11,91¢ $ 12,537 $ 12,08 $ (621) $ 458 (5)% 4%
2,674 3,05¢ 2,981 (384) 71 13)% 2%
3,43t 3,21¢ 3,31t 21¢ (99) 7% (3)%
2,65¢ 2,902 2,311 (247) 591 9% 26%
302 191 111 111 80 58% 72%
82¢ 49 33t 78C (28€) nm (85)%
49 21z — (163) 212 77 % nm
(30) 12C Bill (15C) (699 (125)% (85)%
2,00z 2,78¢ 2,21z (787) 577 (28)% 26%
69¢ 612 54¢ 86 64 14% 12%
— (51) 11 51 (62) nm nm
9 (18) 6 27 (24) nm nm
70€ 544 56€ 164 (22) 30% (4)%
1,29¢ 2,24t 1,64¢ (951) 59¢ (42)% 36%
(489) (83¢) (709) 34¢ (13%) (42)% 19%
80% 1,407 942 (602) 464 (43)% 4%
— — (41) — 41 nm nm
$ 80t $ 1,407 $ 90z $ (602) $ 50& (43)% 56%
5§ N N | I —
Absolute Change Percentage Change
Year ended December 31,
2002 v 2001 v 2002 v 2001 v
2002 2001 2000 2001 2000 2001 2000
(As restated) (As restated)
(Dollars in millions)
$ 8,60¢ $ 9,301 $ 9,43¢ $ (695) $ (139 (7)% 1)%
2,18¢ 2,16¢ 1,88¢ 21 28C 1% 15%
694 68¢ 422 6 26€ 1% 63%
16 12 3 4 9 33% nm
411 36¢ 337 43 31 12% 9%
$ 11,91¢ $ 12,537 $ 12,08 $ (621) $ 458 (5)% 4%
5§ N N | I —

For a description of the products and sewincluded in each revenue line item, see "Ogarvabove.

Voice Services

Voice services revenues decreased $69Bmitr 7%, in 2002 and decreased $133 milliorl,%t in 2001.
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Voice Services 2002 vs. 2001

The voice services decrease in 2002 waeethdt of access line losses, as shown in the taddbw, intense competition for products and
services, and a reduction in wholesale switchedssmevenue, each of which is discussed furthembel

Access Lines
Increase/

(Decrease) Percentage Chang

Years Ended December 31,

2002v  2001v  2002v 2001 v
2002 2001 2000 2001 2000 2001 2000

Access line: 17,00¢ 17,787  18,09: (781) (304 (% (2%

We experienced a decline in local voiceises revenue of $280 million in 2002 associatetth wie loss of approximately 781,000
access lines and related services. The accedpdimevas driven by a soft economy in our local iserarea, technology substitution to
wireless and broadband services and other cormgretifie are experiencing competition from both fgeibased and non facility-based
providers such as cable companies providing teleplervices, CLECs and other telecommunicationsigess reselling our services.
Additionally, there is another component of theluhecof voice service revenue of $110 million in02xthat reflects declines in demand for
services such as collocation, public telephoneisesvand directory assistance. The declines wémeapty driven by the soft
telecommunications market, telecommunications cawnkruptcies, wireless substitution of publiephones and deteriorating economic
conditions.

Intense competition throughout the last bBP001 and during 2002, caused IntraLATA longtdice voice revenues to decline by
$98 million in 2002.

We also experienced a revenue decline @7 $2illion in switched and non-switched access mereein 2002. This was primarily due to
the access line losses described above and pacidgolume declines. Pricing declines occurredtdube July 2000 CALLS order. The
CALLS order capped prices for certain servicescivliesulted in a price decline for switched acsessgices. Non-switched access revenue
declined due to FCC mandated rate reductions faglesds interconnection traffic. Volumes also feledo general declines in demand for
long-distance usage and competitive losses.

Voice Services 2001 vs. 2000

The decrease in 2001 voice services reveh$&33 million included declines in switched agxeevenue, business customer price
reductions, and access line losses in 2001. Totass lines declined by 304,000. The switched aaes®nue declines were primarily due to
the same competitive and industry effects describe@002 above. During 2001 and 2000, we reducedates to business customers to
remain competitive in the marketplace for advangaide services. In addition, business customersawed their single access lines to a
fewer number of high-speed, high-capacity access lallowing for the transport of multiple simukaus telephone calls and transmission of
data at higher rates of speed. This conversiort@ffdy resulted in the rate reduction and contiéoto access line loss.

Data and Internet Services
Data and Internet services revenues remaglatively flat in 2002 and increased $280 millior 15%, in 2001.
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Data and Internet Services 2002 vs. 2001

In 2002, data and Internet services revémereases of $21 million were derived primarilgrfr DSL and other Internet services that v
partially offset by declines in data services sashwholesale private line and ISDN.

Data and Internet Services 2001 vs. 2000

In 2001, data and Internet services revemereases of $280 million were derived primarilgrii business and wholesale private line
services, ISDN and frame relay sales. This refteetgpanding customer telecommunications needs@@o00 and early 2001. DSL reven
also increased in 2001 as a result of subscrilmwthr

Wireless 2002 vs. 2001

Although net subscribers fell to 1.03 noifliin 2002, from 1.12 million in 2001, revenuesragased slightly. We did not experience an
overall revenue decline due to the timing of thguésition and disposition of customers betweenydmrs. The fall in subscribers, despite an
expanding overall market, reflects our decisiodeeemphasize sales of wireless services on a sané-basis, tighten credit policies and
limit product marketing, as well as the impactrieinse industry competition, the economic slowdderk of a national network and higher
than expected customer disconnects. During 2002yivaless penetration percentage (our wirelessailters divided by the total number of
subscribers in the points-of-presence we covedjragtin the markets we serve to 4.66% in 2002 fEo#8% in 2001.

Wireless 2001 vs. 2000

In 2001, revenues increased $266 millio63%. Total wireless subscribers increased to thillbn in 2001 from 805,000 in 2000. The
increase in subscribers reflected the increaseirimashd for wireless services and our focus on grgwie wireless subscriber base.

Affiliate Services

Affiliate services revenue increased $4Biom, or 12%, in 2002 and increased $31 million9&6, in 2001. These increases were caused
by a migration of telecommunications traffic frohirtl-party providers onto our network.

Operating Expenses

The following table provides detail regaigliour operating expenses:

Absolute Change Percentage Change
Year ended December 31,
2002 vs. 2001 vs. 2002vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

(As restated) (As restated)
(Dollars in millions)

Operating expense

Cost of sale: $ 2,67¢ $ 3,05¢ $ 2,981 $ (384) $ 71 (13)% 2%
Selling, general and administrative ("SG&# 3,43t 3,21¢ 3,31t 21¢ 99) 7% )%
Depreciatior 2,65t 2,90z 2,311 (247) 591 (9)% 26%
Intangible assets amortizatit 302 191 111 111 80 58% 72%
Asset impairment chargi 82¢ 49 33t 78C (28¢€) nm (85)%
Restructuring and other char—net 49 212 — (163 21z 77% nm

Mergerrelated (credits) charg—net (30) 12C 813 (150) (693) (125)% (85)%
Total operating expens $ 9,91¢ $ 9,74¢ $ 9,87 $ 16€ $ (1249) 2% (1)%

nm—not meaningful
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Cost of Sales

The following table shows a breakdown dftanf sales by major component:

Absolute Change Percentage Change
Year ended December 31,
2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

(As restated) (As restated)
(Dollars in millions)

Employee and servi-related cost $ 1,600 $ 1,69 $ 1,651 $ 96) $ 45 (6)% 3%
Network costs 331 49€ 51¢ (165) (22) (33)% (4)%
Non-employee related cos 363 52¢ 462 (166€) 67 (31)% 15%
Affiliate costs 38C 337 35€ 43 (19 13% (B5)%

Total cost of sale $ 2,67¢ $ 3,05¢ $ 2,981 $ (384 $ 71 (13% 2%

Cost of sales includes salaries and wdpssefits, network costs, materials and suppliestraoted engineering services and computer
systems support. Network costs include third-paxyenses to repair and maintain the network angligsgto provide services to customers.
Cost of sales, as a percentage of revenue, waf@22002, 24% for 2001 and 25% in 2000. The de@@asost of sales as a percent of
revenue between 2001 and 2000 was primarily dribyeimcreased revenue. In 2002, the decrease wandoy the cost reductions described
below.

Total cost of sales decreased $384 millawrl,3%, in 2002 and increased $71 million, or 22001. During 2002, our expenses
declined primarily due to lower staffing requirerteeand lower sales volumes. During 2001, our expeimcreased primarily due to higher
employee and non-employee costs described below.

Employee and service-related costs, sudalasies and wages, benefits, commissions ardplairty customer service costs decreased
$96 million, or 6%, in 2002 and increased $45 miil|ior 3%, in 2001. The decrease in 2002 was rketatéwer headcount requirements
associated with prior restructuring efficienciesl amoving work previously performed by third-partyntractors to employees, partially offset
by a lower pension credit and higher healthcarésdaos2002. The increase in 2001 was primarilytegldo higher employee benefits costs
professional fees.

Our network costs decreased $165 millior83%6, in 2002 and decreased $22 million, or 4920d6a1. During 2002, we reduced our
reliance on third-party contractors to provide natawmaintenance services by shifting this work o employees. We also experienced lower
costs associated with wireless handset salesessiti of lower unit prices and decreases in thebarmof new wireless subscribers. In 2001,
the decrease was primarily due to reductions iltparty contractors providing network maintenasegvices.

Non-employee related costs, such as réafleesosts, and reciprocal compensation paymet$sadlsPs (fees for terminating our
customers' calls onto their networks), decreasé® $illion, or 31%, in 2002 and increased $67 wiilior 15%, in 2001. The decrease in
2002 is primarily attributable to a $112 millionadease in regulatory-related fees which includedApril 2001 FCC order which limited the
amount of reciprocal compensation due to ISPs,drgt management expense controls in the areasstdgmand shipping costs and lower
software related expense. The increase in 200i4nsply due to reserves for legal liabilities aswa increase of $22 million in software rele
expense.

Affiliate costs, such as services for cogbe administration, information technology, adiginy and technical support, increased
$43 million, or 13%, in 2002 and were relativelgtfin 2001. The increase in 2002 is primarily duéntreases of purchased technical support
resources, and buying long distance services froatfiliate rather than a third party.
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Selling, General and Administrative (SG&A) Expense

The following table shows a breakdown oGy major component:

Absolute Change Percentage Change
Year ended December 31,
2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

(As restated) (As restated)
(Dollars in millions)

Employee and servi-related cost $ 884 $ 1,17¢ $ 1,62C $ (2949 $ (442) (25% 27)%
Bad debt 331 27€ 187 53 91 19% 49%
Property and other tax: 427 38€ 414 41 (29 11% (7)%
Non-employee related cos 503 35€ 337 147 19 41% 6%
Affiliate costs 1,29( 1,01¢ 757 272 261 27% 34%

Total SG&A $ 343t $ 3,21¢ $ 3,31t $ 219 $ (99 7% (3)%

SG&A expenses include salaries and wagssaite not directly attributable to products ovarss, employee benefits, sales
commissions, bad debt charges, taxes other thamimtaxes, rent for administrative space, advagjgirofessional service fees and
computer systems support. SG&A, as a percent @maw, was 29% for 2002, 26% for 2001 and 27% f0020The variances driving the
percentage changes are described below.

Total SG&A increased $219 million, or 7%,2002 and decreased $99 million, or 3%, in 200k 2002 increase relates primarily to
increased affiliate expenses and establishing vesdor outstanding litigation. The 2001 decreaas due to lower employee costs partially
offset by higher bad debt.

Employee and service-related costs, sudalasies and wages, benefits, sales commissigagjrme and professional fees (such as
telemarketing and customer service costs), dealebZ@4 million, or 25%, in 2002 and decreased $##kon, or 27%, in 2001. In 2002, the
decrease was associated with lower salaries andsixfegm staffing reductions associated with prastructuring efficiencies and transition
employees to other affiliates, and was due to Igevefessional fees associated with reduced paynteniérd-party service providers for
previously outsourced customer service functiorthénwireless services segment. Employee and serelated expenses decreased
$442 million in 2001 primarily from lower salariasd wages, benefits and incentive compensatios dost to staffing reductions and
transfers of employees to affiliates.

Bad debt expense increased $53 millior],986, in 2002 and increased $91 million, or 49%2001. Bad debt expense increased as a
percentage of revenue to 2.8% in 2002 from 2.220M. The 2002 increase as a percentage of revesmidue primarily to bankruptcies of
wholesale customers and weak economic conditioisetdfy improved collections practices and tigleredit policies. Bad debt expense
increased $91 million in 2001 as a result of thpant of the slow down of the economy and the custdmankruptcies.

Property and other taxes increased $41omjlbr 11%, in 2002 and decreased $28 milliory%rx in 2001. The increase in 2002 is
attributable to capital expansion for the tradiéibtelephone network that took place during theyeaded December 31, 2001 and 2000. The
decrease in 2001 is attributable to changes imastis of property tax liabilities.

Non-employee related costs, such as maiketnd advertising, rent for administrative spaue software related expense, increased
$147 million, or 41%, in 2002 and increased $19iom| or 6%, in 2001. In 2002, increased expenseewue to increased reserves for
outstanding litigation. In 2001, increased expengere due to a $53 million increase in marketing advertising costs, partially offset by a
decrease in software related expense of $38 million
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Affiliate expenses, such as services fopomte administration, information technology, edising and technical support, increased
$272 million, or 27%, in 2002 and increased $26lioni, or 34%, in 2001. The 2002 increase was prilpaue to an increase in marketing,
advertising, and administrative costs from affégtThe increase in 2001 is primarily attributabléhe purchase of services from affiliates.
Previously, a portion of these services were predidy our employees however, as noted above ardieg@ more fully below, these
employees were transferred to an affiliate andgdghback to us. In addition, affiliate entitiesiezved the services performed and began
billing us for administrative services during 2001.

Prior to a company realignment that ocaliireMarch 2001, our employees performed servicasdre now performed by QSC
employees. Employees that were transferred to Q8@de services such as technical support, marfgetiales, product management, and
risk management. In addition, the level of serf®C employees were providing to us for our corgofimance, accounting, human
resources, executive management and public paticsices increased. As a result, during 2002, diliaaés increased the proportionate stk
of administrative costs billed to us. The 2001 éase includes a partial year of realigned operstitve 2002 increase includes a full year of
realigned operations.

In addition to the increases due to reatignt, allocation of marketing costs from QSC taneseased in 2002 due to a proportionate
increase in revenues from the sale of our prodetasive to the revenues generated from the sabeioéffiliates' products.

Combined Pension and Post-Retirement Benefits

Our results include a pension credit atleday QCII, net of post-retirement expenses, & $illion in 2002, $267 million in 2001 and
$245 million in 2000. Absent these credits, ourinebme in each of these years would have beenrlbywéhese amounts. The net pension
credit is a function of the amount of pension ansdtpetirement benefits earned, interest on projectstkfit obligations, amortization of co:
and credits from prior benefit changes and the etggereturn on the assets held in the various plaiesexpect that we will incur net pension
expense of approximately $217 million in 2003 agaxed to the net pension credits discussed above.

The net pension credit is allocated pdyti@ cost of sales and the remaining balance t&&G-or 2002, 2001 and 2000, the net pen:
credit allocated to cost of sales was $30 mill®I86 million and $166 million, respectively. ForG2) 2001 and 2000, the net pension credit
allocated to SG&A was $23 million, $81 million a&@9 million, respectively. A reduction in the expgtreturn on plan assets as well as a
reduction in recognized actuarial gains, offsetdwyer service and interest costs, accounted fodéoeease in the allocated pension credit for
2002. We expect that our 2003 allocated pensioditongll be lower than 2002 due to the volatile égunarket conditions of 2000 through
2002 and the scheduled increase in pension benedjtsred under our union contracts. We also expecallocated post-retirement expenses
to increase as a result of rising health care rétes result, we expect that we will record aexgiense in 2003 as opposed to a net credit. We
do not expect to make any contributions to the-petitement healthcare or life trusts in 2003. Yam find additional information on our
participation in QCII's pension and post-retiremglans in Note 11—Employee Benefits to our consaéd financial statements in Item 8 of
this report. Also, for a discussion of the accaumtireatment and assumptions regarding pensiopasteretirement benefits, see the
discussion of Critical Accounting Policies in tlitism 7 below.

Depreciation

Depreciation expense decreased $247 milin@%, in 2002 and increased $591 million, or 2692001. The decrease in 2002 was
primarily the result of higher depreciation in 20flde to the one-time "catch-up" adjustment disali®stow. During 2002, we also recorded
an impairment charge, as discussed below, thatestour annual depreciation expense by approxisn&f5 million, effective July 1, 200
The 2001 increase is the result of the 2001 "cafchin our depreciation and the high levels of talpxpenditures we incurred to expand our
network during 2000 and 2001.
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During 1999 and 2000, U S WEST agreed licapproximately 800,000 access lines to thirdyp#etecommunications service providers,
including approximately 570,000 access lines tiz€its Communications Company in nine states. Becthese access lines were classified

as "held for sale," we stopped recognizing deptieci@xpense on these assets and recorded thém latter of their cost or fair value less
estimated cost to sell.

On July 20, 2001, we terminated our agregmth Citizens under which the majority of therm@ining access lines in eight states were
to have been sold, and ceased actively marketigetimaining lines. As a result, the remaining asdiess in eight states were reclassified to
"held and used" as of June 30, 2001. At the datbeoEhange, the access lines were measured indilyicht the lower of their (1) carrying
value before they were classified as held for sad@sted for any depreciation expense or impaitioeses that would have been recognized
had the assets been continuously classified asftveltse, or (2) estimated fair value at June 83012 The required depreciation adjustments
to the carrying value of the individual accessdimeere included in operating income for 2001. Tamulted in a charge to depreciation
expense of $222 million to "catch-up" the deprecrabn these access lines for the period they Wwele for sale.

Intangible Assets Amortization

Amortization expense increased $111 millimn58%, in 2002 and increased $80 million, or 72#92001. The increase in both 2002 and
2001 was attributed to increases in capitalizethsok costs.

Asset Impairment Charges

During 2002, 2001 and 2000, we recordedtasgpairment charges of $829 million, $49 milliand $335 million, respectively, detailed
as follows:

Year ended December 31,

2002 2001 2000

(As restated)
(Dollars in millions)

Impairment of property, plant and equipm $ 82t $ -  $ —
Special purpose access lir — — 191
Capitalized software due to restructuring actiei 4 29 —
Impairment, capitalized software and other due trdér — 20 144
Total asset impairments charg $ 82¢ % 49 $ 33t
| I .|

Effective June 30, 2002, pursuant to Statgrof Financial Accounting Standards, or SFAS, Nbl, "Accounting for the Impairment on
Disposal of Long-Lived Assets," or SFAS No. 144jemeral deterioration of the telecommunicationskeiaidownward revisions to our
expected future results of operations and othaofadéndicated that our investments in long-livedets may have been impaired at that date.
In accordance with SFAS No. 144 we performed atuatian of the recoverability of the carrying valoour long-lived assets using gross
undiscounted cash flow projections. For impairmeerdlysis purposes, we grouped our property, plaghteguipment and projected cash flc
by our traditional telephone network and our wissleetwork. Based on the gross undiscounted castpflojections, we determined that the
value of our traditional telephone network wasingtaired. However, we determined that the valuewfwireless network, which provides
PCS in select markets in our local service area,impaired at June 30, 2002. For the wireless mitwee then estimated the fair value ba
on replacement cost. Based on our analysis, tihreasd fair value of the wireless assets was lems dur carrying amounts and we recorded
an impairment charge of $825 million as of JuneZ2M2. Replacement cost was determined by usimgmturost adjusted for physical
deterioration, functional obsolescence and econoisolescence.
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In accordance with SFAS No. 144, the faiue of the impaired assets becomes the new tmaskefounting purposes. As such,
approximately $410 million in accumulated depreaoratvas eliminated in connection with the accounfior the impairments. The impact of
the impairments reduced our annual depreciatioreamattization expense by approximately $135 milliefiective July 1, 2002.

We also recorded asset impairment charfy4 million and $29 million in 2002 and 2001, restively, related to internal software
projects that we terminated, including customeabase system projects.

Subsequent to the Merger in 2000, we beégaeevaluate all of our assets for potential impant and concluded that the fair values of
some of our assets were below their carrying vasea result, we recorded an impairment chargeaeleo equipment and internal use
construction projects of $30 million in 2000, wmigi off the full carrying value of certain internade construction projects and equipment.

Also, in connection with the Merger, we kenaded our dedicated special-purpose access lasve lease to CLECs for potential
impairment. After considering the declining indystonditions and regulatory changes affecting CLECA000, as well as the fact that these
access lines had no alternative use and couldesolol or re-deployed, we concluded that sufficiexitcash flows would not be generated to
recover the carrying value of these assets. Thexefee concluded that the fair value of these asgas minimal and recorded an impairment
charge of $191 million in our 2000 consolidatedestzent of operations.

Lastly, we reviewed all internal use softevarojects in process, and determined that ceptaijects should no longer be pursued.
Because the projects were incomplete and abandtreethir value of such software was determineldet@ero. Capitalized software costs of
$20 million and $114 million were written off in @0 and 2000, respectively, and recorded to asgetiiment charges on our consolidated
statements of operations at the time they wereddrad. A billing system replacement project wastttost significant of the abandoned
projects.

Restructuring and Other Charges

During 2002 and 2001, in order to stream@ClI's business and consolidate operations pores to lower customer demand resulting
from a decline in economic conditions, QCII implertexl plans to reduce the number of employees, tidagmand sublease facilities,
abandon certain capital projects and terminat@icedperating leases. We participated in this vestring and incurred restructuring and
other charges totaling $49 million in 2002 and $&iiion in 2001, detailed as follows:

Year ended December 31,

2002 2001

(As restated)
(Dollars in millions)

Severance and employ-related charge—net $ 10 $ 18¢
Contractual settlements, legal contingencies aasklédosse—net 29 24
Other charge—net 10 —
Total restructuring and other char—net $ 449 3 21z

2002 Activities

During 2002, in response to shortfallsnmpdoyee reductions planned as part of the 200tuasiing plan (as discussed below), and due
to the continued declines in our revenue and géeeomomic conditions, QCII identified reductiomstne number of employees from various
functional areas and permanently abandoned a nuoflo@erating and administrative facilities. Thestivities
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resulted in a restructuring reserve of $74 milionseverance benefits and employee-related matteich we recorded directly to
restructuring and other charges in our consolidatettment of operations. QCII identified approxieha2,400 of our employees from

various functional areas to be separated from ehepany as part of the staffing reduction. The afféemployees are entitled to receive
severance benefits pursuant to established seeepaticies. As of December 31, 2002, approximateB00 of the reductions were
accomplished resulting in the utilization of $37limn of the restructuring reserve for severancgnpants and enhanced pension benefits. We
expect the remaining employee reductions to be teteghby December 31, 2003. The 2002 provisiongwéset by a reversal of

$64 million of accruals established in 2001 as péthe restructuring plan discussed below.

In conjunction with the staffing reductiomge permanently abandoned 25 real estate fasikitiel recorded a charge of $25 million
related to the rental payments due under the leasesf estimated sublease rentals, and estiméssounts to terminate the leases. In
addition to the $25 million charge, an additiondlriillion charge was accrued relative to the plstalglished in 2001. During 2002, we
utilized $2 million of the 2001 restructuring reses primarily for payments of amounts owed in adaace with the abandoned leases. We
expect that the remaining reserve will be utilibe@r the remaining terms of the abandoned leadgshvare up to five years.

Other severance related charges not assdaiath the specific restructuring plans totald® $nillion for the year ended December 31,
2002.

As a result of these restructuring acedgfiwe expect to realize annual cost savings abappately $39 million.
2001 Activities

During the fourth quarter of 2001, a plassvapproved by QCII to reduce our current empldgeels, consolidate and sublease facilities,
abandon certain capital projects and terminataitedperating leases. As a result, we recordedteuauring charge of $212 million to cover
the costs associated with these actions as mdyedescribed below.

In order to streamline our business andaliiate operations to meet lower customer demesulting from a decline in economic
conditions, QCII identified 4,800 of our employesyarious functional areas, to be terminatedwadiccrued restructuring charges of
$188 million for severance benefits to be madétsé employees. As of December 31, 2002, our gting activities under this plan were
substantially complete, and we had terminated aqmately 3,700 employees and made payments of $iillidn in cash severance,
enhanced pension benefits and employee-relatedgragnAs a result of the shortfall in actual terations, during 2002 we reversed
$64 million of the accruals established in 2001ichtis recorded as a reduction in restructuring@ésiin our 2002 consolidated statement of
operations.

Due to the reduction in employees and tresolidation of operations, we recognized a retdiriy charge to our consolidated statement
of operations in 2001 of $24 million for estimataukts associated with the termination of nine abaed operating lease agreements. By
December 31, 2002, we had made payments of $libméksociated with the sublease losses and cotegratnation costs. As a result of
these restructuring activities, we expect to reaéimnual cost savings of approximately $195 million

Subsequent event

During the fourth quarter of 2003, as jmdiran ongoing effort of evaluating costs of opemnasi, QCII further reduced employee levels in
certain areas of our business. As a result, wetplaacord a
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charge to our consolidated statement of operationiag the fourth quarter of 2003, primarily fotiesated severance costs ranging from
$35 million to $55 million.

Merger-Related (Credits) Charges

In 2000, we recorded Merger-related an@iotharges of $813 million. We recorded additiarterges of $120 million related to the
Merger in 2001, net of reversals discussed beldwe. following table details the amounts chargedperations:

Year ended December 31,

2002 2001 2000

(As restated)

(Dollars in millions)

Contractual settlements and legal continge—net $ (30) $ 73 $ 477
Severance and employ-related charge—net — 6 25C
Other Merge-related charge—net — 41 86
Total Merge-related (credits) charg—net $ 30 $ 12C $ 813

We recorded charges to our consolidateaedrsiant of operations of $133 million and $477 roillfor 2001 and 2000, respectively,
associated with various contractual settlementdegal contingencies. The charges were accruedroet various commitments no longer
deemed necessary as a result of the Merger aradtl® garious claims related to the Merger. In 28848 2001, we reversed $30 million and
$60 million of the originally established reserviesspectively, in our consolidated statements efajons. The reversals resulted from
favorable developments in the matters underlyingremtual settlements and legal contingencies.

In connection with the Merger and priotecember 31, 2001, we reduced employee levels by 200 people. The 2001 and 2000
severance and employee-related charges of $3®mdind $250 million, respectively, consist of cassociated with payments to employees
who involuntarily left the business as a resulthef Merger and, for 2000, $38 million in bonus payits that were subject to the successful
completion of the Merger. Upon the completion of blerger-related plans in this area, and havindgeagi a reduction of 3,200 people in
2001, we reversed $29 million of the severanceeangloyee-related reserves established that wemedess of our actual costs.

Other net Merger-related charges of $4lioniland $86 million were incurred in 2001 and 20@3pectively, for professional fees, re-
branding costs and other incremental costs direethted to the Merger.

Total Other Expense—Net

Other expense—net includes interest expereteof capitalized interest; (gain) loss on saliesiral exchanges and other fixed assets;
interest income and other income—net.

Absolute Change Percentage Change
Year ended December 31,
2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

(As restated) (As restated)

(Dollars in millions)

Interest expen—net $ 69¢ $ 61 $ 54¢  $ 86 $ 64 14% 12%

(Gain) loss on sale of rural exchanges &

other fixed assef — (51) 11 51 (62 nm nm

Other expense (incon—net 9 (18) 6 27 (24) nm nm
Total other expen—net $ 70¢ % 544  $ 56€ $ 164 $ (22 30% (4)%

nm—not meaningful

41






Interest expense—net.Interest expense—net was $699 million for 2@@2npared to $613 million for 2001. The increasmtarest
expense was primarily attributable to the issuaricgl.5 billion of 10-year bonds in March 2002 at&875% interest rate. These bonds
ultimately replaced short-term debt which in 200hsisted primarily of commercial paper that hadegghted average interest rate of 2.59%
at December 31, 2001. We are currently incurringgftg interest of 0.25% on the $1.5 billion dueto failure to register these securities by
October 8, 2002. We will continue to incur this pltyinterest until we register these securitieliclv is expected to occur in 2004. Also
contributing to the increase was a decrease ofdiftibn in the amount of capitalized interest in020as a result of lower capital expenditures.

Interest expense was $613 million for 2Gimpared to $549 million for 2000. The increasmfarest expense was primarily
attributable to increased borrowings required tudfgapital improvements to our network.

(Gain) loss on sale of rural exchanges atiter fixed assets. In 2001, we sold approximately 41,000 accessslin Utah and Arizona
resulting in $94 million in proceeds and a gair$61 million. In 2000, we completed the sale of apgmately 20,000 access lines in North
Dakota and South Dakota resulting in proceeds 6fri#dlion and a gain of $28 million. In additionewecorded a net loss of $39 million
relating to the disposal of other non-strategietsss 2000.

Other expense (income)—netOther expense (income)—net decreased $27 méalial increased $24 million in 2002 and 2001,
respectively. The 2002 decrease includes an $&millrop in income from our minority interest inmsmlidated subsidiaries and a $33 mil
increase in write-offs and abandonments of varassets, partially offset by a $14 million increasmterest income.

Income Tax Provisior

The effective income tax rate increase8n®% in 2002 from 37.3% in 2001. The increase pvamarily attributable to various
adjustments made for prior periods and for increasether non-deductible expenditures made in 2082 adjustments for prior periods
were due to income tax audit settlements and toffnations made to accruals for the prior year.

The 2001 effective tax rate of 37.3% wakeerease from the 2000 rate of 42.7% as the 2@@0ria tax provision includes $82 million
income taxes resulting from the transfer of an apiated investment to QSC.

Liquidity and Capital Resources

We are a wholly owned subsidiary of QSCiaclwhis wholly owned by QCII. As such, factors rédgtto or affecting QCII's liquidity and
capital resources could have material impacts pmakiding changes in the market's perceptionsoéind impacts on our credit ratings.

Financial Position

QCIl has cash management arrangements beteertain of its subsidiaries that include linesredit, intercompany obligations, capital
contributions and dividends. As part of these gasahagement arrangements, affiliates provide lifieseaalit to certain other affiliates.
Amounts outstanding under these lines of creditinteicompany obligations vary from time to timedare classified as short-term
borrowings.

Our working capital deficit, or current assless current liabilities, was $1.8 billion, &8illion and $5.8 billion as of September 30,
2003 and December 31, 2002 and 2001, respecti@eiycurrent working capital deficit is primarily €to short-term borrowings from
affiliates by our wholly owned subsidiary, Qwestréléss, amounting to $2.079 billion as of Septen30e12003. These borrowings
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mature in January 2005. We expect that the madarif the borrowings will be extended by our afiis as necessary.

The improvement in the working capital difduring 2002 of $2.0 billion was due to a condtian of our decision to reduce capital
expenditures and our refinancing of current bormggito long-term. This trend continued during 2@0 another $2.0 billion improvement
in the working capital deficit through September 3003. In addition, contributing to the improverhan2003, we entered into a senior term
loan for $1.75 billion principal amount of indebtexss of which a significant portion was used tineefce short-term borrowings into long-
term. For more information about this loan, seedRé®evelopments Impacting Liquidity and CapitabB&rces below.

As of September 30, 2003, QCII and its otidated subsidiaries had total borrowings of $AillBn. Some of the borrowings issued by
QCIl and QSC are secured by liens on the stock@fXompany. As a result, ownership of the stockefCompany could transfer if either
QCIl or QSC were to default on its debt obligations

At December 31, 2002, we were in complianith all provisions and covenants of our borrovein§ome of QSC's loan documents
contain financial reporting covenants that reqdieévery of our annual and quarterly periodic repoA waiver has been obtained for non-
compliance to provide certain annual and quartimincial information to the lenders. The waivetesded the compliance date to provide
the financial information to January 31, 2004.

As of September 30, 2003 and December®12,22001 and 2000, our consolidated debt was appately $9.8 billion, $9.2 billion,
$9.6 billion and $8.7 billion, respectively, incind borrowings from affiliates. In addition, ournestricted cash balances were approximately
$1.4 billion, $232 million, $150 million and $112lhon as of the same dates. We expect to use asin primarily to invest in
telecommunications assets, redeem indebtednegsagrdividends to QSC. We have recently taken thevitng measures to improve our
near-term liquidity and our capital structure arederally reduce financial risk:

. reduced capital investment and continued to managking capital; and

. refinanced our debt due in 2003 with debt thatrhaturities in 2007 and 2010.

We believe that cash flows from operatiams, current cash position and continued accesapidal markets will allow us to meet our
business requirements, including debt serviceddivils and capital expenditures, for the foresedahlee.

Operating activities. We generated cash from operating activitie84o0253 billion, $3.662 billion and $4.019 billioim, 2002, 2001 an
2000, respectively.

The $591 million increase in cash provitdgdperating activities in 2002 as compared to 2084 primarily the result of cash
management improvements of $1.3 billion offsetédéguced cash flows directly related to a $602 nmiliecrease in net income. The cash
management improvements between 2002 and 2001pnierarily a result of increases in collections @fenues and reductions in cash
outlays for operating, benefit and pension experaféset by increased cash payments for restruguand Merger-related expenses. This
decrease in net income is primarily a result oéerdase in revenues in 2002. Revenues decreag882nas compared to 2001, primarily
result of access line losses and a reduction irleghte switched access revenue.

Investing activities. Cash used for investing activities was $1.81l®b, $4.448 billion and $4.560 billion in 2002001 and 2000,
respectively. Cash used in investing activitiedrdy2002 decreased $2.630 billion compared to 200tarily as a result of a $2.682 billion
reduction in capital expenditures in 2002. The dase in capital expenditures was the result oflearsion to reduce our expansion efforts as
a result of the general economic downturn and ¢meptetion of many of our major capital project201. We expect our 2003 capital
expenditure levels to remain consistent with 2002.
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Capital expenditures were $1.823 billio#,305 billion and $4.600 billion in 2002, 2001 &@DO0, respectively. Capital expenditures for
the nine months ended September 30, 2003, wer&%billion.

Financing activities. Cash (used for) provided by financing actiwtreas $(2.353) billion in 2002, $824 million in 208nd
$592 million in 2000.

Until February 2002, we maintained comnarpaper programs to finance our short-term opggatash needs. QCIl and we had a
$4.0 billion syndicated credit facility, or the @ieFacility, of which $1.0 billion was designateus. As a result of reduced demand for our
commercial paper programs, we borrowed $1.0 billinder the Credit Facility in the first quarteraif02. During the first quarter of 2002, '
paid down approximately $1.0 billion of our curréatrrowings including substantially all of our catsding commercial paper.

In March 2002, we issued $1.5 billion imds with a 10-year maturity and an 8.875% stateatést rate. At December 31, 2002 the
interest rate was 9.125%. Once we have registbeeddtes, the interest rate will return to 8.878%,originally stated rate. The proceeds
from the sale of the bonds were used to pay apmabely $1.0 billion outstanding under the Creditify, other short-term obligations and
currently maturing long-term borrowings. QCIl an8@amended the Credit Facility in August of 200@Idwing the amendment, we are no
longer a party to the Credit Facility.

Affiliate borrowings of our wholly owned ksidiary, Qwest Wireless, in the form of short-tarnsecured lines of credit, were
$1.888 hillion and $2.292 billion at December 3002 and 2001, respectively. These affiliate borrmsifluctuate based on operating needs
of Qwest Wireless and mature on January 15, 2005.

We paid dividends during the year endedebsmer 31, 2002 of $1.915 billion to QSC.
Payment Obligations and Contingenci

Payment obligations. The following table summarizes our future cantual cash obligations, excluding interest, aB@tember 31,
2002:

Payments due by period

Future Contractual Cash Obligations Total Year 1 Year 2 Year 3 Year 4 Year 5 Thereafter

(Dollars in millions)

Borrowings $ 9,20« $ 3,061 $ 867 $ 457 $ — $ 16C $ 4,65:
Capital lease obligations and ot 11C 83 15 3 1 1 7
Operating lease 1,22¢ 152 142 13z 101 91 603
Purchase commitment obligatio 28C 232 22 6 1 — 19

Total future contractual cash obligatic  $ 10,81¢ $ 3,53t $ 1047 $ 59¢ $ 10¢ $ 252 $ 5,282

We have future purchase commitments witlicCg, IXCs and third-party vendors that requirecusibke payments to purchase network
services, capacity and telecommunications equiptheotigh December 31, 2006. These commitmentsneggito maintain minimum
monthly and/or annual billings, in certain casesdubon usage.

Letters of Credit and Guarantees At December 31, 2002, we had letters of creflégpproximately $3 million and no guarantees
outstanding.

Contingencies. We and QCII are defendants in a number of lagibns, and QCII is the subject of a number wégtigations by
federal and state agencies. Certain of these aqpigsent significant risk to us. We are unableviery case to estimate reasonably a range of
loss that we would incur if the plaintiffs in oneraore of these lawsuits were to prevail. Whileamel QCII intend to defend against
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these matters vigorously, the ultimate outcomebede cases are very uncertain, and we can gimesuwyance as to the impacts on our
financial results or financial condition as a réstfilthese matters. QCII has disclosed that inshle to estimate reasonably a range of los:
it would incur if the plaintiffs in one or more tfese lawsuits were to prevail. QCII has engagetisicussions for the purposes of resolving
these matters and continues to evaluate any pessibye of loss. Any settlement of or judgmentrie or more of these claims could be
material, and QCII cannot give any assurance thabild have the resources available to pay sudpments. Also, in the event of an adve
outcome of one or more of these matters, QCII'ktylbd meet its debt service obligations and it&hcial condition could be materially and
adversely affected. As a wholly owned subsidiar@Q@fll, our business operations and financial camitvould be similarly affected. For a
description of these legal actions, please see No6teCommitments and Contingencies to our consaitlinancial statements in Iltem 8 of
this report.

Recent Developments Impacting Liquidity and Capifésource:

On June 9, 2003, we entered into a seaian toan with two tranches for a total of $1.75idil principal amount of indebtedness. The
term loan consists of a $1.25 billion floating ragnche, due in 2007, and a $500 million fixea taanche, due in 2010. The term loan is
unsecured and ranks equally with all of our curiedébtedness. The floating rate tranche cannprégaid for two years and thereafter is
subject to prepayment premiums through 2006. Therano mandatory prepayment requirements. The eowemd default terms are
substantially the same as those associated witbtbar debt. The net proceeds were used to refinancdebt due in 2003 and to fund or
refinance our investment in telecommunicationstasse

The floating rate tranche bears interetaidon Interbank Offered Rates, or LIBOR, plus®8s/(with a minimum interest rate of
6.50%) and the fixed rate tranche bears intere$19&89 per annum. The lenders funded the entireipal amount of the loan subject to the
original issue discount for the floating rate tlaaof 1.00% and for the fixed rate tranche of 19652

For the nine months ended September 38,200 have declared regular dividends amountirgt634 billion. In addition, in August
and November of 2003, we declared and paid dividémthe amount of $360 million and $719 millioaspectively, relating to net income
from prior periods that had not been declared @ pa dividends in those periods. We intend toalechnd make additional dividend
payments in the future until all net income fromedine entities from prior periods has been dedaned remitted as dividends. We estimate
that the incremental amount (in addition to theD$@.billion declared in 2003) of such dividendslw# approximately $1.3 billion.

On December 18, 2003, QCII entered intagreement to purchase certain telecommunicatigetsaafom Allegiance Telecom, Inc. for
a purchase price consisting of $300 million in ¢casbonvertible promissory note in the amount d¥ ##llion and the assumption of certain
liabilities. The agreement is subject to approwathe U.S. Bankruptcy Court and certain other gorreant regulatory agencies. Allegiance
has filed a motion with the Bankruptcy Court to ineg sale process in which QCII will be designaasdhe stalking horse bidder and other
interested potential bidders will have an oppotiuto offer higher bids for the assets of Allegiantf QCII is successful in the bidding
process, it expects to consummate the transaatimetime in 2004. In that event, it is possible g@he portion of the Allegiance assets will
be transferred to or purchased by us, althoughave hot yet determined the amount or the price welavpay for them.

Critical Accounting Policies

We have identified the policies below atiaal to our business operations and the undedstgrof our results of operations. For a
detailed discussion on the application of theseathdr significant accounting policies, see NoteR#mmary of Significant Accounting
Policies to the consolidated
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financial statements in Item 8 of this report. Thpslicies are considered "critical" because theyetthe potential to have a material impact
on our financial statements and because they mgignificant judgments and estimates. Certairohigs! accounting policies that were
critical have been corrected and clarified in cario® with our restatement. These include revergegnition applicable to termination fees,
installation fees and wireless revenues. Notedhapreparation of this annual report on Form 1feguires us to make estimates and
assumptions that affect the reported amounts etsssd liabilities, disclosure of contingent assetd liabilities at the date of our
consolidated financial statements and the rep@medunts of revenue and expenses during the reggrériod. There can be no assurance
actual results will not differ from those estimates

Revenue Recognition and Related Reserves

Revenues from services are recognized wheservices are provided. Payments received iaramdvare deferred until the service is
provided. Up-front fees received, primarily actieatfees and installation charges, as well as $se@ated customer acquisition costs, are
deferred and recognized over the expected custmatationship, generally one to 10 years. Expectedioaner relationship periods are
estimated using historical data of actual custorntion patterns. Termination fees or other feesxisting contracts that are negotiated in
conjunction with new contracts are deferred andgeized over the new contract term. As the telecanioations market experiences greater
competition and customers shift from traditionaldebased telephony services to mobile servicesestimated customer relationship periods
will likely decrease.

We believe that the accounting estimatkged to the recognition of revenue and establisttrokreserves for uncollectible amounts in
the results of operations is a "critical accoun@sgmate" because: (1) it requires managemenaterassumptions about future collections,
billing adjustments and unauthorized usage, anth@)mpact of changes in actual performance veisse estimates on the accounts
receivable balance reported on our consolidateshioal sheets and the results reported in our coiasetl statements of operations could be
material. In selecting these assumptions, we w&erftal trending of write-offs, industry normsgtaatory decisions and recognition of
current market indicators about general economiglitions that might impact the collectibility of @munts.

Software Capitalization Policy

Internally used software, whether purchasedeveloped, is capitalized and amortized udiegstraight-line method over an estimated
useful life of 18 months to five years. In accorcamwith Statement of Position 98-1, "Accounting tfee Costs of Computer Software
Developed or Obtained for Internal Use," we cajzigatertain costs associated with internally dgwetbsoftware such as payroll costs of
employees devoting time to the projects and extelinect costs for materials and services. Costeciated with internally developed
software to be used internally are expensed umipint at which the project has reached the dpweént stage. Subsequent additions,
modifications or upgrades to internal-use softwarecapitalized only to the extent that they altbes software to perform a task it previously
did not perform. Software maintenance and traimiogts are expensed in the period in which theyrargred. The capitalization of software
requires judgment in determining when a projectrieashed the development stage and the periodwhieh we expect to benefit from the
use of that software. Further, the recovery ofvgaffe projects is periodically reviewed and may ltaausignificant write-offs.

Combined Pension and Post-Retirement Benefits

Changes in any of the assumptions QCII niademputing the net of the pension credit and-perement benefit cost could have an
impact on various components that are the basith&r allocation to us. Factors to be considenetlide the strength or weakness of the
investment markets, changes in the compositioh@tmployee base, fluctuations in interest raesjraptions on discount
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rates, significant employee hirings or downsiziagd medical cost trends. Changes in any of theterfacould impact our cost of sales and
SG&A in our consolidated statements of operatigwaell as the value of the asset or liability om consolidated balance sheets. If QCll's
assumed expected rate of return of 9.4% was 106 pamts lower, the impact would have been to eéase our allocated pension credit, net
of post-retirement expenses, by $77 million, $1itlon and $118 million for 2002, 2001 and 2000spectively. In response to current
market conditions, effective January 1, 2003, Q@AMered its assumed expected long-term rate ongdaats to 9.0%.

Impairment of Long-Lived Assets

Effective June 30, 2002, pursuant to SFAS M4, a general deterioration of the telecommatitos market, downward revisions to our
expected future results of operations and othéofadéndicated that our investments in long-livedets may have been impaired at that date.
In accordance with SFAS No. 144, we performed aiuation of the recoverability of the carrying valof our long-lived assets using gross
undiscounted cash flow projections. For impairmeardlysis purposes, we group our property, plantegpuipment and projected cash flows
by our traditional telephone network and our wissleetwork. Based on the gross undiscounted castpfiojections, we determined that our
traditional telephone network was not impaired. ldwer, we determined that our wireless network, wipimvides PCS in select markets in
our local service area, was impaired at June 302.2Bor our wireless network, we then estimateddiresalue based on replacement cost.
Based on our analysis, the estimated fair valubefvireless assets was less than our carrying aimand we recorded an impairment chi
of $825 million as of June 30, 2002. Replacemest a@s determined by using current cost adjustegtgsical deterioration, functional
obsolescence and economic obsolescence.

Calculating the estimated fair value of éisset groups described above involves significalyments and a variety of assumptions. For
calculating the fair value based on replacemertt easused current cost and reduced that amoumthigsical deterioration and functional
economic obsolescence. A hypothetical 10% increasecrease in the current cost factors would lchemged the impairment charge by
$17.1 million. A hypothetical 1% change in the disot factors related to physical deteriorationclional obsolescence and economic
obsolescence would have changed the impairmengehsr $10.4 million.

Asset Retirement Obligations

We have network assets located in leasegepties such as equipment rooms, central offened wireless sites. For certain of these
leases, we are legally obligated to remove ourpgant when the lease expires. As required by SFASLHI3 "Accounting for Asset
Retirement Obligations," we record a liability thie estimated current fair value of the costs aatedt with these removal obligations. We
estimate our removal liabilities using historicaktinformation, industry factors, and current eegring estimates. We then estimate the
present value of these costs by discounting thedutxpected cash payout to current fair valuedaseour incremental borrowing rate. To
the extent there are material differences betweerstimated and actual removal cost, and our agtidnand actual discount rates, we could
be required to adjust our recorded liabilitieshatt time.

Recently Adopted Accounting Pronouncements and Cuniative Effect of Adoption

On January 1, 2002, we adopted SFAS No. '"T3@odwill and Other Intangibles," or SFAS No. 14ich requires companies to cease
amortizing goodwill and intangible assets, whichéadefinite useful lives. SFAS No. 142 also regsithat goodwill and indefinite-lived
intangible assets be reviewed for impairment ugbop&on on January 1, 2002 and annually thereajtamore often if
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events or circumstances warrant. We ceased anmytizir spectrum licenses, which have indefinitedivon January 1, 2002.

Upon adoption of SFAS No. 142, we reviewsal useful lives of our amortizable intangible éssprimarily capitalized software and
customer lists, and determined that after restatéthey remained appropriate. In accordance withSRo. 142, we will continue to perfol
impairment tests on the remaining indefinite-livetangible assets on an annual basis, or more dftarents or changes in circumstances
indicate the assets may be impaired.

In August 2001, the Financial Accountingr&tards Board, or FASB, issued SFAS No. 144. Tliaguncement addresses financial
accounting and reporting for the impairment or dig of long-lived assets other than goodwill amdngible assets with indefinite lives.
Under SFAS No. 144, long-lived assets being heldsed are tested for recoverability whenever evanthanges in circumstances indicate
that their carrying amount may not be recoveratiimftheir expected future undiscounted cash fldagr{ggering event"). The impairment
loss is equal to the difference between the assat'ging amount and estimated fair value. In addjtSFAS No. 144 requires long-lived
assets to be disposed of other than by sale fbrtocdse accounted for and reported like assetgh®id and used. Long-lived assets to be
disposed of by sale are to be recorded at the lofvidreir carrying amount or estimated fair vallesg costs to sell) at the time the plan of
disposition has been approved and committed thv@wppropriate company management. We adopted SleA$44 effective January 1,
2002. Effective June 30, 2002, a triggering evecuored and we recorded an impairment charge abappately $825 million. See Note 6—
Property, Plant and Equipment to our consolidaiteahCial statements in Item 8 of this report fattier information.

In December 2002, the FASB issued SFASIM8, "Accounting for Stock-Based Compensation—Titaorsand Disclosure—an
amendment of FASB Statement No. 123," or SFAS M8, Which is effective for financial statementsatet] to periods ending after
December 15, 2002. SFAS No. 148 requires expanidetbdure regarding stock-based compensation, whéhave included in Note 2—
Summary of Significant Accounting Policies to oonesolidated financial statements in Item 8 of thisort.

FASB Interpretation, or FIN, No. 45, "Guat@ar's Accounting and Disclosure Requirements foa@ntees, Including Indirect
Guarantees of Indebtedness of Others," was issuddvember 2002. The interpretation provides guidaon the guarantor's accounting and
disclosure of guarantees, including indirect guteras of indebtedness of others. We have adoptedisbsure requirements of the
interpretation as of December 31, 2002. The ac@ogiguidelines are applicable to certain guaranteeduding affiliate guarantees, issuel
modified after December 31, 2002, and requireweatecord a liability for the fair value of suchagantees on our consolidated balance s
The adoption of this interpretation had no matesfédct on our consolidated financial statements.

In 2000, we recorded a cumulative effect ghange in accounting principle of approximagt{ million, net of income taxes, upon our
adoption of Staff Accounting Bulletin No. 101, "Rewe Recognition in Financial Statements," or SAB N)1. The $41 million charge
relates to the establishment of deferred revenn@sasts for certain activation and installatiotivéties. Previously, installation and
activation fees and costs had been recognizectinghtirety at the time the installation or activa was completed. Under the rules of SAB
No. 101, these installation and activation feesracegnized ratably over the estimated lives ofciiigomer relationships, which range fr
one to 10 years. The adjustment to the cumulaffeetepreviously reported is further described iotél3—Restatement of Results to our
consolidated financial statements in Item 8 of th{gort.
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New Accounting Standards

On January 1, 2003, we adopted SFAS No, "B ounting for Asset Retirement Obligations,"SFAS No. 143. This statement
addresses financial accounting and reporting ftigations associated with the retirement of targibhglived assets and the associated &
retirement costs, generally referred to as asietmeent obligations. SFAS No. 143 requires ertitrecord the fair value of a legal liability
for an asset retirement obligation required todtdexd under law or written or oral contract. ifemsonable estimate of fair value can be made
the fair value of the liability shall be recogniz@dhe period it is incurred, or if not, in therjmel a reasonable estimate of fair value can be
made. This cost is initially capitalized and themoatized over the estimated remaining useful liféhe asset. We have determined that we
have legal asset retirement obligations associaticthe removal of a limited group of long-livedsets and recorded a cumulative effect of a
change in accounting principle charge upon adomfd®FAS No. 143 of $7 million (liability of $12 tfion net of an asset of $5 million) in
2003.

Prior to the adoption of SFAS No. 143, veednincluded in our group depreciation rates eséthaet removal costs (removal costs less
salvage). These costs have historically been tefiieio the calculation of depreciation expensetaadefore recognized in accumulated
depreciation. When the assets were actually retinelremoval costs were expended, the net remostd evere recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexguihe recognition of a liability for asset retigrhobligations that are legally binding
precludes the recognition of a liability for asestirement obligations that are not legally bindimgerefore, upon adoption of SFAS No. 143,
we reversed the net removal costs within accumdildépreciation for those fixed assets where thevahtosts exceeded the estimated
salvage value and we did not have a legal remdsaation. This resulted in income from the cumiviateffect of a change in accounting
principle of $365 million pretax upon adoption d¥/&S No. 143 in 2003. The net income impact of thepdion is $219 million ($365 million
less the $7 million charge disclosed above, nateadme taxes of $139 million).

On a going forward basis, the net costeofoval related to these assets will be chargeditaonsolidated statement of operations ir
period in which the costs are incurred. As a resiidt adoption of SFAS No. 143 is expected to desgeur depreciation expense on an at
basis by approximately $33 million and increaseraiieg expenses related to the accretion of thevédue of our legal asset retirement
obligations by approximately $1 million annuallygirening January 1, 2003. Based on historical claege activity, we believe that recurr
removal costs will be approximately $35 million&45 million annually which will be charged to ownsolidated statement of operations as
incurred.

In June 2002, the FASB issued SFAS No. 146écounting for Costs Associated with Exit or Disal Activities," or SFAS No. 146,
which is applicable for exit or disposal activitiegiated after December 31, 2002. This statemequires that liabilities for costs that are
associated with an exit or disposal activity beoggized and measured initially at fair value in pleeiod in which the liability is incurred. It
nullifies the guidance of Emerging Issues Task Epoc EITF, No. 94-3, "Liability Recognition for @ain Employee Termination Benefits
and Other Costs to Exit an Activity (including Gent Costs Incurred in a Restructuring),” or EITF. R4-3. Under EITF No. 94-3, an entity
recognized a liability for an exit cost on the dduat the entity committed itself to an exit pl&kAS No. 146 concludes that an entity's
commitment to a plan does not, by itself, cregpeesent obligation to other parties that meetsitfmition of a liability. In accordance with
SFAS No. 146, our restructuring activities that @ercorded prior to 2003 will continue to be acdedrfor under previous guidance. Our
adoption of SFAS No. 146 on January 1, 2003 dichaot a material effect on our operating resulfinancial position.

In January 2003, the FASB issued FIN Nq."@®nsolidation of Variable Interest Entities,"FIN No. 46, which is effective
immediately for all variable interest entities deshafter January 31,
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2003. FIN No. 46 must be applied for the first isgear or interim period beginning after June 2()3 for variable interest entities in which
an enterprise holds a variable interest that itimedq before February 1, 2003, or the third que2@93 for us. FIN No. 46 requires existing
unconsolidated variable interest entities to besobidated by their primary beneficiaries if theigas do not effectively disperse risks among
the parties involved. A primary beneficiary absattes majority of the entity's expected lossedhéfytoccur, receives a majority of the entity's
expected residual returns, if they occur, or b@there it is reasonably possible that the informmatibout our variable interest entity
relationships must be disclosed or consolidatedywst disclose the nature, purpose, size and Bctif/ithe variable interest entity and the
maximum exposure to loss as a result of our invalet with the variable interest entity in all firdad statements issued after January 31,
2003. We are evaluating whether the adoption of RthN46 will require consolidation of any previousinconsolidated entities.

In May 2003, the FASB issued SFAS No. I'B@counting for Certain Financial Instruments witharacteristics of Both Liabilities and
Equity," or SFAS No. 150. SFAS No. 150 providesdgmice on how an entity classifies and measureaigditiancial instruments with
characteristics of both liabilities and equity. S&-No. 150 is effective for financial instrumentdezad into or modified after May 31, 2003
and otherwise is effective at the beginning offtte interim period beginning after June 15, 200& do not believe that the adoption of
SFAS No. 150 will have a material impact on oursmidated financial statements.

Related Party Transactions

We are not party to any related party taatiens outside of our affiliates. Intercompanynsactions are detailed in Note 16—Related
Party Transactions to our consolidated financitleshents in Item 8 of this report.

Risk Management

We are exposed to market risks arising fobianges in interest rates. The objective of olar@st rate risk management program is to
manage the level and volatility of our interestemxge. We may employ derivative financial instruregatmanage our interest rate risk
exposure. We may also employ financial derivatieelsedge foreign currency exposures associatedpaitficular debt.

As of December 31, 2002, there was noifigatate debt that was exposed to changes in stteaes. However in 2001, approximately
$900 million of floating rate debt was exposedharges in interest rates. This exposure was lilke@dmmercial paper rates. As of
December 31, 2002 and 2001, we also had approxineite? billion and $400 million, respectively, loing-term fixed rate debt obligations
maturing in the following 12 months. Any new debtained to refinance this debt would be exposazhémges in interest rates. A
hypothetical 10% change in the interest rates mndébt would not have had a material effect onearnings. We had approximately
$6.1 billion and $5.8 billion of longerm fixed rate debt at December 31, 2002 and 2@3pectively. A 100 basis point increase in theras
rates on this debt would result in a decreasedrfair value of these instruments of approxima$d90 million at both December 31, 2002
and 2001, respectively. A 100 basis point decreatiee interest rates on this debt would resuétririncrease in the fair value of these
instruments of approximately $400 million and $36illion at December 31, 2002 and 2001, respectively

As of December 31, 2002, we had $232 mnilbd cash invested in money market and other deant-investments. Most cash
investments are invested at floating rates. Agésterates change so will the interest derived ftlogse accounts.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-K/A contains or incorporatgsréference "forward-looking statements,” as thattis used in federal securities laws,
about our financial condition, results of operasi@md business. These statements include, amoegsoth

. statements concerning the benefits that we expdlatesult from our business activities and certa@ansactions we have
completed, such as increased revenues, decregsedses and avoided expenses and expenditures; and

. statements of our expectations, beliefs, futurepbnd strategies, anticipated developments ared othtters that are not
historical facts.

These statements may be made expresdtjsidocument or may be incorporated by referenaghter documents we will file with the
SEC. You can find many of these statements by fapfor words such as "believes,” "expects,” "apttés," "estimates,” or similar
expressions used in this report or incorporatecebgrence in this report.

These forward-looking statements are stlbgenumerous assumptions, risks and uncertaititegsmay cause our actual results to be
materially different from any future results exped or implied by us in those statements. Somkeesfet risks are described below under "
Factors." These risk factors should be considerednnection with any subsequent written or oralvByd-looking statements that we or
persons acting on our behalf may issue. We do md¢rtake any obligation to review or confirm antdysxpectations or estimates or to
release publicly any revisions to any forward-laowkstatements to reflect events or circumstandes thie date of this report or to reflect the
occurrence of unanticipated events. Further, tf@nmation contained in this document is a statem&our intention as of the date of this
filing and is based upon, among other things, #istiag regulatory environment, industry conditipngarket conditions and prices, the
economy in general and our assumptions as of saieh e may change our intentions, at any timevétitbut notice, based upon any
changes in such factors, in our assumptions ometse.

You are further cautioned that we have reitged that in certain cases we misinterpretedisapplied GAAP in our 2001 and 2000
consolidated financial statements. Accordingly,hage restated our consolidated financial statenfenthe two years ended December 31,
2001 and related interim periods, and you shoutdelg on previously filed information for thoserjms. Because this restatement has also
impacted our 2002 results, as reflected hereininfieemation previously filed in our quarterly repon Form 10Q for the three months end
March 31, 2002 and any other 2002 information bzt been previously disclosed should not be reipeh.
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Risk Factors
Risks Affecting Our Business
Continued downturn in the economy in our local séce area could affect our operating results.

Our operations in our local service areAmtona, Colorado, Idaho, lowa, Minnesota, Montadabraska, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyorhange been impacted by the continuing weaknessirrégion's economy. Because
customers have less discretionary income, demargkfmnd lines or additional services has declifiais economic downturn in our local
service area has also led to an increased custtisw@mnection rate. In addition, several of the panies with which we do business appear
to be in financial difficulty or have filed for b&aruptcy protection. Some of these have requesteeatiation of long-term agreements with
us because of their financial circumstances anduserthey believe the terms of these agreementodomger appropriate for their needs.
Our revenues have been and are likely to contiole tadversely affected by the loss or reductidousiness with many of our customers .
result of this downturn and our continued effodstcommodate our customers' needs in this chabgisigess environment.

We believe that our local service areatmemy lagged the national economy in entering therdurn and may follow the national
economy in recovery by an indeterminate periods Teintinued economic slowdown will affect demanddor products and services within
our local service area.

We face pressure on profit margins as a result ofiieasing competition, including product substitoti, which could adversely affect our
operating results and financial performance.

We compete in a rapidly evolving and higbbmpetitive market, and we expect competitiomterisify. We have faced greater
competition in our core local business from calmpanies, wireless providers (including ourselvizgjilities-based providers using their
own networks as well as those leasing parts ohetwork (UNEs) and resellers. Regulatory develogmbave generally increased
competitive pressures on our business, such agtkat decision allowing for number portabilityfiavireline to wireless phones.

One of the primary reasons we continuexfiedence loss of access lines is the intense ctitiopefrom cable and wireless providers
offering a substitute for our traditional voice atteta services. We are implementing new stratégresnhancing our video and wireless
offerings. However, it will be difficult to effeately execute our strategy in the face of increasimmpetition. For example, our recently
announced wireless strategy of reselling Sprinel@ss services to our customers is untested. Wenotaye able to effectively integrate
Sprint's services into our product offerings anahdy require greater resources than we anticipabtpeérate as a wireless reseller. Also, while
we recently entered into strategic marketing areamgnts with Echostar and DIRECTYV to bundle thetieltite television products and
services with our traditional telecommunicatioratadand Internet offerings, our video offering ré@mdimited to select markets in our local
service area. If we are unable to effectively impdat our strategy for improving video and wirelsshitions, both our wireless and our
traditional telephone businesses may be adverffelyted. Please see "Management's Discussion aatygis of Financial Condition and
Results of Operations" in Item 7 of this reportfieore information regarding trends affecting ouress lines.

We have also begun to experience and expehber increased competitive pressure from tet@oanications providers either emerging
from bankruptcy protection or reorganizing theipital structure to more effectively compete agaursstAs a result of these increased
competitive pressures, we have been and may centinbe forced to respond with lower profit marginduct offerings and pricing schemes
that allow us to retain and attract customers. &lpesssures could adversely affect our operatisigitseand financial performance.
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Rapid changes in technology and markets could regusubstantial expenditure of financial and otheesources in excess of contempla
levels, and any inability to respond to those chasgould reduce our market share.

The telecommunications industry is expearieg significant technological changes, and oulitgtib execute on our business plans and
compete depends upon our ability to develop newlymts and accelerate the deployment of advancedsariices, such as broadband data,
wireless and video services, and VoIP services.dBvelopment and deployment of new products caddire substantial expenditure of
financial and other resources in excess of contategllevels. If we are not able to develop new petalto keep pace with technological
advances, or if such products are not widely aezkepy customers, our ability to compete could beeegkly affected and our market share
could decline. Any inability to keep up with chasge technology and markets could also adversé@ctathe trading price of our securities
and our ability to service our debt.

If we are not able to stem the loss of our accases or grow other areas of our business to compangor these losses, our revenue v
continue to decline.

Our revenue decline over the past few yisdeggely attributable to our continued loss ofess lines, which is a result of increased
competition and technology substitution (such aglss and cable substitution for wireline telephoiVe are seeking to improve our
competitive position through product bundling anlder sales and marketing initiatives. However, vaymot be successful in these efforts. If
we are not successful and our revenue declinesialtavithout corresponding cost reductions, twil cause a material deterioration to our
results of operations and financial condition addeasely affect our ability to service debt and pé#yer obligations.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of investigations of QCII cuntly being conducted by the SEC and the U.S. Atteyis Office or the assessme
being undertaken by the GSA could have a materidlvarse impact on us, on the trading price for oulzt securities and on our ability to
access the capital markets.

On April 3, 2002, the SEC issued an ordénwestigation that made formal an informal invgation of QCII initiated on March 8, 2002.
QCll is continuing its efforts to cooperate fullytivthe SEC in its investigation. The investigatiooludes, without limitation, inquiry into
several specifically identified QCIl accounting giiaes and transactions and related disclosurésthahe subject of the various adjustments
and restatements described in the QCIl 2002 Forid. Ihe investigation also includes inquiry int@cbsure and other issues related to
transactions between QCII and certain of its vesdod certain investments in the securities ofah@ndors by individuals associated with

QCIL.

On July 9, 2002, QCII was informed by th&lUAttorney's Office for the District of Coloradba criminal investigation of QCII. QCII
believes the U.S. Attorney's Office is investiggtirarious matters that include the subjects ofrikiestigation by the SEC.

While QCII is continuing its efforts to goerate fully with the SEC and the U.S. Attorneyffic@ in each of their respective
investigations, QCII cannot predict the outcom¢hoke investigations. QCII has engaged in discassidth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidt. Such discussions are preliminary and Qahnot predict the likelihood of whether
those discussions will result in a settlement &b, the terms of such settlement. However, esmigints typically involve, among other thir
the SEC making claims under the federal secufiies in a complaint filed in United States Disti@burt that, for purposes of the settlem
the defendant neither admits nor denies. Were asgitlement to occur, QCII would expect such ciimaddress many of the accounting
practices and transactions and related discloshatsre the subject of the various restatements IS made as well as additional
transactions. In addition, any settlement with®EC may also involve, among other things, the intjposof a civil penalty, the
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amount of which could be material, and the entrg oburt order that would require, among othergsjithat QCII and its officers and
directors comply with provisions of the federal wéiies laws as to which there have been allegatadrprior violations.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€dtsings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Theselg@rovided pro forma normalized earnings infoimmathat excluded certain nonrecurring
expense and income items resulting primarily frbmn Merger. On November 21, 2001, the SEC staffiméal QCII of its intent to
recommend that the SEC authorize an action ag@i@#itthat would allege it should have includedhe earnings release a statement of its
earnings in accordance with GAAP. As of January?0®4 (the date of the original filing of this Foft@i-K), no action had been taken by the
SEC. However, QCII expects that if its current digions with the staff of the SEC result in a sgi#int, such settlement would include
allegations concerning the January 24, 2001 easmelgase.

Also, the GSA is conducting a review ofa@htracts with QCII for purposes of determiningg®@nt responsibility. On September 12,
2003, we were informed that the Inspector GendrledGSA had referred to the GSA Suspension/Debar@fficial the question of
whether QCII (including us and its other subsidigyishould be considered for debarment. QCII iperaing fully with the GSA and
believes that it and we will remain suppliers af dfovernment; however, if it and we are not allowete suppliers to the government, it and
we would lose the ability to expand the servicescanald provide to a purchaser of telecommunicatigersices that has historically
represented between 2% and 3% of QClII's consotidateual revenue.

An adverse outcome with respect to one arenof the SEC investigations, the U.S. Attorn&ffice investigation or the GSA evaluati
could have material and significant adverse impacin us.

Major lawsuits have been brought against QCII inwdhg its accounting practices and other matters. & butcomes of these lawsuits a
other lawsuits affecting us may have a material &dse effect on our business, financial condition @operating results.

Several lawsuits have been filed againsti, QxS well as certain of QCII's past and preséiiters and directors. These lawsuits include
putative class action lawsuits in which the pldiatallege numerous violations of securities lalmsone of these actions, lead counsel for the
plaintiffs has indicated that plaintiffs will seelamages in the billions of dollars.

The consolidated securities action, thesobidated ERISA action and the CalSTRS, New JeaselySURSI actions described in Item 3
above present material and significant risk to QSdme of the allegations in these lawsuits includay of the same subjects that the SEC
and U.S. Attorney's Office are investigating. Moreq the size, scope and nature of QCII's recesthtements affect the risk presented by
these investigations and actions, as these matimtye, among other things, QCII's prior accougtpractices and related disclosures.
Plaintiffs in certain of the securities actions dalleged QCIllI's restatement of items in suppotheir claims. While QCIlI intends to defend
against these matters vigorously, the ultimate@utes of these cases are very uncertain, and QEljiga no assurance as to the impacts on
its financial results or financial condition asesult of these matters. Each of these cases ipiielianinary phase. None of the plaintiffs or the
defendants has advanced evidence concerning possifiverable damages, and QCII has not yet coedidéscovery on these and other
relevant issues. QCII has disclosed that it is lenabestimate reasonably a range of loss thabitivincur if the plaintiffs in one or more of
these lawsuits were to prevail. QCII has engagetisicussions for the purpose of resolving thesearsaand continues to evaluate any
possible range of loss. Any settlement of or judgie® one or more of these claims could be matearad QCII cannot give any assurance
that it would have the resources available to pah gudgments. Also, in the event of an adverseame of one or more of these matters,
QCllI's ability to meet its debt service obligatiarsd its financial condition could be materiallydaadversely affected.
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As a wholly owned subsidiary of QCII, our busineggrations and financial condition would be sintjlaffected.

Further, given the size and nature of GGHd our business, QCII and we are subject frora to time to various other lawsuits which,
depending on their outcome, may have a materiagraéveffect on our financial position. Thus, we gam no assurances as to the impact
our financial results or financial condition aseault of these matters.

Increased scrutiny of financial disclosure, partitarly in the telecommunications industry in whichevoperate, could reduce invest
confidence and affect our business opportunitiesdsany restatement of our earnings as stated irstfiling could limit our ability to
access the capital markets and could increase #ditign risks.

As a result of our and QCII's accountirguis and the increased scrutiny of financial d&ake, investor confidence in us has suffered
and could suffer further.

As discussed earlier, the U.S. Attorneyf&c® is currently conducting an investigation without limitation, transactions related to the
various adjustments and restatements describe@Ifisnnual report on Form 10-K for the year enBedember 31, 2002 and transactions
between QCII and certain of its vendors and ceitaiastments in the securities of those vendorstliyiduals associated with it. In addition,
although QCII has entered into a settlement wihSEC concerning its investigation of QCII, the St&@tinues to investigate the conduct of
individuals.

The existence of this heightened scrutimy these pending investigations could adversebcaffivestor confidence and cause the tre
price for our securities to decline.

We operate in a highly regulated industry, and afrerefore exposed to restrictions on our mannerdafing business and a variety of
claims relating to such regulation.

Our operations are subject to extensivera@degulation, including the Communications Ati834, as amended, and FCC regulations
thereunder. We are also subject to the applicalws bnd regulations of various states, includimyilieion by PUCs and other state agencies.
Federal laws and FCC regulations apply to inteedielecommunications (including international teleenunications that originate or
terminate in the United States), while state regmeauthorities have jurisdiction over telecommaations that originate and terminate within
the same state. Generally, we must obtain and aiainértificates of authority from regulatory baglie most states where we offer intrastate
services and must obtain prior regulatory approbariffs for our intrastate services in mostloése jurisdictions. Our business is subject to
numerous, and often quite detailed, requiremendeufederal, state and local laws, rules and réiguis. Accordingly, we cannot ensure that
we are always in compliance with all of these regmients at any single point in time.

Regulation of the telecommunications induit changing rapidly, and the regulatory envir@mtvaries substantially from state to state.
All of our operations are also subject to a var@tgnvironmental, safety, health and other govenmial regulations. There can be no
assurance that future regulatory, judicial or llegige activities will not have a material adveestect on our operations, or that domestic or
international regulators or third parties will matse material issues with regard to our compliaaragoncompliance with applicable
regulations.

We monitor our compliance with federaltstand local regulations governing the dischargedisposal of hazardous and
environmentally sensitive materials, including émission of electromagnetic radiation. Althoughbedieve that we are in compliance with
such regulations, any such discharge, disposah@ston might expose us to claims or actions tbatdchave a material adverse effect on our
business, financial condition and operating results
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Risks Affecting Our Liquidity

QCII's high debt levels and the restrictive termEtbeir debt instruments pose risks to our viabjliand may make us more vulnerable to
adverse economic and competitive conditions, ad a&lother adverse developments.

Our ultimate parent, QCII, is highly levgesl on a consolidated basis. As of September 3B, 2ur consolidated debt was $9.8 billion
which is included in QCII's total consolidated deb$21.3 billion. A significant amount of our aQCII's debt obligations come due over the
next few years. While we currently believe we, thge with QCII, will have the financial resourcesdaaccess to capital markets to meet our
obligations when they come due, we cannot antieipdtat our or QCII's future condition will be. Waaynhave unexpected costs and
liabilities and we may have limited access to fitiag.

We will likely need to obtain additionahéincing to meet our debt service and dividend akibgs if our and QCII's operations do not
improve, if revenue and operating cash flow desliare worse than expected, if economic conditi@nsal improve or if we or QCIlI become
subject to significant judgments and/or settleméntonnection with the resolution of one or moratters described in Legal Proceedings in
Item 3 of this report. Also, we may be impacteddmtors relating to or affecting QCII's liquidityd capital resources due to perception ir
market, impacts on credit ratings, or provisionsim and QCII's financing agreements that may icesiur flexibility under certain conditior

Additionally, the degree to which we, tdgatwith QCII, are leveraged may have importanttimg consequences on us, including the
following:

. our ability to obtain additional financing in thetfire for working capital, capital expenditureggeneral corporate purposes
may be impaired;

. we may be placed at a competitive disadvantagerapared with our less leveraged competitors, inolydome who have
significantly reduced their debt through a bankeygiroceeding;

. we may be more vulnerable to the current or futloenturns in general economic conditions or in ahgur businesses;
. our flexibility in planning for, or reacting to, ahges in our business and the industry in whicloperate may be limited; and
. QCIlI's high debt levels could adversely impact cnadit ratings.

We may be unable to significantly reduce the sulmstal capital requirements or operating expensescessary to continue to operate our
business, which may in turn affect our operatingsats.

We anticipate that our capital requiremealsating to maintaining and routinely upgrading onetwork will continue to be significant in
the coming years. We also may be unable to sigmiflg reduce the operating expenses associatecwitfuture contractual cash obligatic
including future purchase commitments, which matuim affect our operating results. While we bedig¢irat our current level of capital
expenditures will meet both our maintenance andcoue growth, if circumstances underlying our expgons change, we may be unable to
further significantly reduce such capital requir@mseor operating expenses, even if revenues areafng. Such nondiscretionary capital
outlays may lessen our ability to compete with offreviders who face less significant spending nespients.
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The cash needs of our affiliated companies consuaggnificant amount of the cash we generate.

Our current practice is to distribute to@&ash dividends in an amount equal to our netnmectrom wireline entities, generally during
the same period in which the net income is eaéglexpect to continue this practice for the forabéefuture.

The debt agreements of QCIl and Qwest will allonchao incur significantly more debt, which could exerbate the other risks described
herein.

The terms of QCIlI's and our debt instruragaermit both QCII and us to incur additional ingelmess. Such debt may be necessary to
comply with regulatory obligations to maintain Q€lbr our assets, to satisfy regulatory servicggabbns, to adequately respond to
competition or for financial reasons alone. Incratakborrowings or borrowings at maturities thapose additional financial risks to our
various efforts to improve our financial conditiand results of operations could exacerbate the otles described herein.

Other Risks Affecting Qwest

If conditions or assumptions differ from the judgmes, assumptions or estimates used in our critieacounting policies, the accuracy !
our financial statements and related disclosuresutnbbe affected.

The preparation of financial statements r@fated disclosures in conformity with GAAP re@siimanagement to make judgments,
assumptions and estimates that affect the amoeptsted in our consolidated financial statementsamtompanying notes. Our critical
accounting policies, which are set forth abovecdbs the significant accounting policies and me#hased in the preparation of our
consolidated financial statements. These accouptitigies are considered “critical" because theyie judgments, assumptions and
estimates that materially impact our consolidatedrfcial statements and related disclosures. Asalt; if future events differ significantly
from the judgments, assumptions and estimatesrigriical accounting policies or different assuiops are used in the future, such even
assumptions could have a material impact on ousadatated financial statements and related discéssu

If we fail to extend or renegotiate our collectilmrgaining contracts with our labor unions as thexkpire from time to time, or if ou
unionized employees were to engage in a strike theowork stoppage, our business and operating flesaould be materially harmed.

We are a party to collective bargainingtcacts with our labor unions, which represent aisicant number of our employees. Although
we believe that our relations with our employeessatisfactory, no assurance can be given thatilvberable to successfully extend or
renegotiate our collective bargaining agreementh@gexpire from time to time. If we fail to extkor renegotiate our collective bargaining
agreements, if disputes with our unions arisef ouf unionized workers engage in a strike or otherk stoppage, we could incur higher
ongoing labor costs or experience a significamugison of operations, which could have a matadlerse effect on our business. We
recently reached agreements with the CWA and tE&\Bn new two-year labor contracts. Each of thggeements was ratified by union
members, went into effect on August 17, 2003 arpgdrex on August 13, 2005.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information under the caption "Risk Mgament" in "Management's Discussion and Analyisisrancial Condition and Results of
Operations" is incorporated herein by reference.

ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARYDATA

57




Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying consolidated balsimeets of Qwest Corporation and subsidiarie$iadly owned subsidiary of Qwest
Communications International Inc., as of Decemtler202, 2001, and 2000, and the related conselidstatements of operations,
stockholder's equity, and cash flows for each efythars then ended. These consolidated finanei@msents are the responsibility of the
Company's management. Our responsibility is toesgan opinion on these consolidated financiadistants based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on glasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thatadits provide a reasonable basis for our opinio

In our opinion, the consolidated financial statetagrferred to above present fairly, in all matenéspects, the financial position of Qwest
Corporation and subsidiaries as of December 312,228001, and 2000, and the results of their opmratand their cash flows for each of the
years then ended, in conformity with U.S. generatigepted accounting principl¢

As discussed in note 2 to the accompanying coregelitifinancial statements, effective January 1226 Company adopted Statement of
Financial Accounting Standards No. 1&yodwill and Other Intangible Assetand Statement of Financial Accounting Standardsid4,
Accounting for the Impairment or Disposal of L-Lived Assets As discussed in note 2, effective January 1, 20@6E.Company adopted
Statement of Financial Accounting Standards No, A88ounting for Derivative Instruments and Hedgirgivities, and effective January 1,
2000, the Company adopted Staff Accounting Bulldtin 101,Revenue Recognition in Financial Statements

As discussed in note 3 to the accompanying coreselitifinancial statements, the Company has restatednsolidated balance sheets as of
December 31, 2001 and 2000, and the related cdasetl statements of operations, stockholder'syeant cash flows for each of the years
then ended, which consolidated financial statemaete previously audited by other independent auslitvho have ceased operations.

/sl KPMG LLP

Denver, Colorado
January 8, 2004
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)
(Dollars in millions)

Operating revenue $ 11,508 $ 12,16¢ $ 11,74%
Operating revenu—affiliates 411 36¢ 337
Total operating revenus 11,91¢ 12,531 12,08«
Operating expense
Cost of sales (exclusive of depreciation and ammatitn detailed below 2,29¢ 2,721 2,631
Cost of sale—affiliates 38C 337 35€
Selling, general and administrati 2,14¢ 2,19¢ 2,55¢
Selling, general and administrat—affiliates 1,29( 1,01¢ 757
Depreciatior 2,65¢ 2,902 2,311
Intangible assets amortizati 30z 191 111
Asset impairment chargs 82¢ 49 33t
Restructuring and other char—net 49 212 —
Merger-related (credits) charg—net (30 12C 813
Total operating expens 9,91« 9,74¢ 9,87:
Operating incom: 2,00z 2,78¢ 2,21:
Other expense (income
Interest expen—net 541 46€ 457
Interest expen—ne—affiliates 15¢ 147 92
(Gain) loss on sale of rural exchanges and otledfasset — (52) 11
Other expense (incon—net 9 (18) 6
Total other expen—net 70€ 544 56€
Income before income taxes and cumulative effechahge in accounting princig 1,29¢ 2,24¢ 1,64¢
Income tax expens (489) (83¢) (703
Income before cumulative effect of change in actiogrprinciple 80¢< 1,40 943
Cumulative effect of change in accounting pringiplet of taxes of $0, $0 and $26
respectively — — (42)
Net income $ 80t % 1407 $ 902
| I |

The accompanying notes are an integral part oktheasolidated financial statements.
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Current asset:
Cash and cash equivalel
Restricted cas
Accounts receivab—net
Accounts receivab—affiliates
Deferred income taxe
Prepaid and other ass:
Prepaid income tax—QSC
Assets held for se—net

Total current asse

Property, plant and equipm—net
Intangible asse—net
Other asset

Total asset

Current liabilities:
Current borrowing:
Current borrowing—affiliates
Accounts payabl
Accounts payab—affiliates
Dividends payab—QSC
Accrued expenses and other current liabili
Income taxes payal—QSC
Deferred revenue and customer depc
Restructuring and Merg-related reserve

Total current liabilities

QWEST CORPORATION

CONSOLIDATED BALANCE SHEETS

December 31,

Long-term borrowings (net of unamortized debt distwmf $142 million, $122

million and $125 million, respective—Note 9)

Pos-retirement and other p-employment benefit obligatior

Deferred income taxe
Deferred revenu
Deferred credits and oth
Restructuring reserve

Total liabilities

Commitments and contingencies (Notes 17 anc

Stockholder's equity

Common stoc—one share without par value, owned by C

Note receivabl—affiliate
Accumulated defici

Total stockholder's equit

2002 2001 2000
(As restated, see Note 3)
(Dollars in millions)
ASSETS
$ 232 $ 15C $ 112
26 24 53
1,49 1,72¢ 1,664
12C 77 90
13¢ 46 127
328 41z 374
25¢ 21¢ —
— — 43
2,58:¢ 2,657 2,46:
17,31 19,18; 18,08:
1,27¢ 1,20z 77C
1,35¢ 1,33¢ 1,24¢
$ 22,52¢ $ 24,38t $ 22,56:
— — —
LIABILITIES AND STOCKHOLDER'S EQUITY
$ 1,25¢ $ 1,511 $ 97C
1,88¢ 2,29; 1,521
587 85t 1,431
331 271 311
774 1,88¢ 477
89¢ 832 931
— — 132
59¢ 631 622
53 22¢ 29¢
6,382 8,50¢ 6,69¢
6,01¢ 5,781 6,241
2,612 2,52( 2,57:
2,181 2,11C 1,50:
482 552 55€
32t 32z 40¢
30 18 —
18,02¢ 19,80 17,98:
8,40( 8,48: 8,48¢
(286) (28€) (286)
(3,617 (3,617 (3,619
4,497 4,57¢ 4,581
$ 22,52¢ $ 24,38t $ 22,56:

Total liabilities and stockholder's equ



The accompanying notes are an integral part oktheasolidated financial statements.
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

OPERATING ACTIVITIES

Net income $ 80t % 1,407 $ 90z
Adjustments to net incom
Depreciation and intangible assets amortiza 2,957 3,09z 2,42z
(Gain) loss on sale of assi — (51) 11
Provision for bad debr 331 27¢ 187
Deferred income taxe (16) 687 374
Asset impairment chargs 82¢ 49 33t
Cumulative effect of change in accounting princ—net — — 41
Income tax benefit distributed to Q¢ (110 — —
Other noi-cash item: (34 (9 3
Changes in operating assets and liabilit
Accounts receivabl (96) (343) a3
Accounts receivab—affiliates (43 13 (39
Prepaids and other current as: 85 26 (310)
Prepaid income tax—QSC (36) (219 —
Accounts payable, accrued expenses and other tliakilities (32¢) (93¢) (595)
Accounts payable and deferred cre—affiliates 62 (34 20¢
Deferred revenue and customer depc (10€) 5 1)
Restructuring and Merg-related reserve (159 (53 29¢
Other lon¢-term assets and liabilitie 10€ (249 354
Cash provided by operating activiti 4,25: 3,66: 4,01¢
INVESTING ACTIVITIES
Expenditures for property, plant and equipn (1,829 (4,505 (4,600
Proceeds from sale of property and equipn 28 94 46
Other (23 (37 (6)
Cash used for investing activiti (1,819 (4,449 (4,560
FINANCING ACTIVITIES
Net (repayments of) proceeds from s-term borrowings (2,019 42¢F 371
Net (repayments of) proceeds from s-term borrowing—affiliates (4049) 771 67t
Proceeds from lor-term borrowings 1,47¢€ — 997
Repayments of current portion of Ic-term borrowings (482) (397 (645)
Dividends paid to QS! (1,915 — (821)
Debt issuance cos (39 — (6)
Other 19 19 21
Cash (used for) provided by financing activit (2,359 824 592
CASH AND CASH EQUIVALENTS
Increase in cas 82 38 51
Beginning balanc 15C 112 61
Ending balanc $ 23z $ 15C $ 112

The accompanying notes are an integral part oktheasolidated financial statements.
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY

Balance, January 1, 200!
(unaudited)
Net income
Mark-to-market adjustment on
investmen
Income taxes on investment
transfer

Total comprehensive incon

Dividends declared on common
stock

Transfer of investments to Q<
Stock compensatic

Other net asset transfe
Contested liability trus

Balance, December 31, 200
as restated (Note 3-Restatement o
Results)

Net income

Total comprehensive incon

Dividends declared on common
stock

Stock compensatic

Other net asset transfe

Balance, December 31, 2001, :
restated (Note 3—Restatement of
Results)

Net income

Total comprehensive incon

Dividends declared on common
stock

Stock compensatia

Tax benefit on stock compensati
Income tax benefit distributed to
QSC

Other net asset transfe

Balance, December 31, 20C

Accumulated
Other

Note Receivable (Accumulated Comprehensive Comprehensive
Common Stock affiliate (Note 13) Deficit) Income (Loss) Total Income
(Dollars in millions)
$ 8,14C $ — 3 (3,617 $ 197 $ 4,72
— — 90z — 90z $ 90z
— — — (69 (69) (69)
— — — 82 82 82
$ 91t
——
— — (902) — (902)
(23) — — (210) (239)
87 — — — 87
(6) — — — (6)
28¢€ (286€) — — —
8,48¢ (28€) (3,617) — 4,581
— — 1,407 — 1,407 $ 1,407
$ 1,407
——
_ — (1,407 — (1,409
6 - p— o 6
®) — — — (€)
8,48: (28€) (3,617) — 4,57¢
— — 80t — 80t $ 80t
$ 80:<
I
— — (80F) — (80%)
2 - - - 2
16 — — — 16
(110) — — — (110
10 — — — 10
$ 8,40C $ (286) $ (3,617) — $ 4,497

The accompanying notes are an integral part oktheasolidated financial statements.
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the Years Ended December 31, 2002, 2001 and P00

Unless the context requires otherwise, referencakis report to "Qwest," "we," "us", the "Compararid "our" refer to Qwest
Corporation and its consolidated subsidiaries, aaférences to "QCII" refer to our ultimate paremrgpany, Qwest Communications
International Inc., and its consolidated subsidéi

Note 1: Business and Background
Description of business

We are wholly owned by Qwest Services Caapon ("QSC"), which is wholly owned by QCII. Weqvide local telecommunications
and related services, IntraLATA lordistance services and wireless, data and videdcssrwithin our local service area, which consigtthe
14-state region of Arizona, Colorado, Idaho, loMinesota, Montana, Nebraska, New Mexico, North@akOregon, South Dakota, Utah,
Washington and Wyoming. Our operations are includetie consolidated operations of our ultimateepgrQCII, and generally account for
the majority of QCII's consolidated revenue. Oledemmunications products and services are provisi@digh our traditional telephone
network located within our local service area. didition to our operations, QCIl maintains a wirslésisiness (comprised of the wireless
operations we transferred to an affiliate in Map#£0and a national fiber optic network. Throughfitter optic network, QCII provides the
following wireline products and services that wendt provide:

. InterLATA long-distance services;
. Dedicated Internet access;

. Virtual private network;

. Internet dial access;

. Web hosting; and

. Professional services.

For certain other products and servicepreide and for a variety of internal communicaidanctions, we utilize QCII's fiber optic
network to transport voice and data traffic. Alsopugh its fiber optic network, QCII provides matally some data and Internet access
services, including private line, ATM and Frame&ehhich are similar to what we provide within docal service area.

On June 30, 2000, QCII completed its adgtiaisof U S WEST, Inc. ("U S WEST") (the "Merger'y) S WEST (our pre-Merger parent)
was deemed the accounting acquirer and its hisidiitancial statements, including those of its ihowned subsidiaries, have been carried
forward as the predecessor of the combined comparppnnection with the Merger, each outstandingrsiof U S WEST common stock w
converted into the right to receive 1.72932 shaf&3Cll common stock (and cash in lieu of fractibslaares). In addition, all outstanding L
WEST stock options were converted into optionsciguire QCIl common stock.

Restatement

During 2003 and 2002 we performed an irgkamalysis (“internal analysis") of our previousgued consolidated financial statements
for 2001 and 2000. As a result of the internal gsial we discovered certain errors in those codatdid financial statements. Our 2001 and
2000 consolidated financial statements and reffsagcial information included herein have beenatesi. For further details on the nature of
the errors and the related effects on our prewoissued consolidated
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financial statements see Note 3—Restatement ofllRe¥vhere appropriate, we have identified all haks that have been restated with the
notation "as restated". Throughout these notedgetime "previously reported” will be used to refeftalances from our previously issued 2001
and 2000 consolidated financial statements.

Note 2: Summary of Significant Accounting Policies

As a part of the restatement of our conlsitéd financial statements for 2001 and 2000 we leawected and clarified a number of the
accounting policies that have been disclosed ivipus filings.

Basis of presentation. The accompanying consolidated financial statémmclude our accounts and the accounts of dusidiaries
over which we exercise control. All intercompanyaamts and transactions have been eliminated. Adiants presented for 2001 and 2000 in
our consolidated financial statements and accomnipgmotes have been restated as discussed in NefRe8tatement of Results.

We record intercompany charges at the atsdhilted to us by our affiliates. Regulatory rutegjuire certain expenses to be billed by
affiliates at estimated fair value or fully distiited cost as more fully described in Note 16—Rédl&arty Transactions. Regulators
periodically review our compliance with regulatiodgljustments to intercompany charges that resoithfthese reviews are recorded in the
period they become known. We purchase serviceh, asicnarketing and advertising, information techgg] product and technical services
as well as general support services from affiliat¥e provide to our affiliates telephony and da&eviges, wireless as well as other services.

Use of estimates. The preparation of consolidated financial stapts in conformity with generally accepted accognprinciples in
the United States of America ("GAAP") requires aisrtake estimates and assumptions that affect tei@s and disclosures reported in our
consolidated financial statements and accompamyatgs. Estimates are used when accounting for isgmdsnatters such as long-term
contracts, customer retention patterns, allowaocédd debts, depreciation, amortization, asseiNi@ins, internal labor capitalization rates,
recoverability of assets, impairment assessmemtgloyee benefits, taxes, restructuring reservesoémer provisions and contingencies.
Actual results could differ from those estimates.

Reclassifications. We have revised this presentation to conforthéocurrent year QCII consolidated financial staat presentation.

Revenue recognition. Revenue for services are recognized when thgetkservices are provided. Payments receivedviarece are
deferred until the service is provided. Up-froregaeceived, primarily activation fees and instaltacharges, as well as the associated
customer acquisition costs, are deferred and rézedmver the expected customer relationship pegederally one to 10 years. The amount
of customer acquisition costs which is deferreléss than or equal to the amount of up-front fedderded. Costs in excess of up-front fees are
recorded as an expense in the period incurred.dege&ustomer relationship periods are estimatad)usstorical data of actual customer
retention patterns. Termination fees or other feesxisting contracts that are negotiated in cartjon with new contracts are deferred and
recognized over the new contract term.

Revenue related to equipment sales argynéned upon acceptance by the customer and whémeationditions for revenue recognition
have been satisfied. Customer arrangements tHatimboth equipment sales and services are evdltatietermine whether the elements
separable based on objective evidence. If the elenaze separable and separate earnings procegstesotal consideration is allocated to
each element based on the relative fair valueseo$éparate elements and the revenue associatedagh element is recognized as earned. If
separate earnings processes do not exist, totaldmration is deferred and recognized ratably gweifonger of the contractual period or the
expected customer relationship period.
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Advertising costs. Costs related to advertising are expensedcasrizd. Advertising expense was $211 million, $&iillion and
$257 million in 2002, 2001 and 2000, respectivalyd is included in selling, general and administeaf'SG&A") expense in our
consolidated statements of operations.

Income taxes. We are included in the consolidated federabine tax return of QCII. The QCII tax provision alfion policy treats
our consolidated results as if we were a sepaaafmter. The tax funding policy calls for us to 2811, through QSC, based upon each
subsidiary's separate return taxable income. Textent a subsidiary has taxable losses, no fundingceived and therefore such benefit is
retained by QCII. We are also included in combistde tax returns filed by QCIlI and the same atioogpolicy applies.

The provision for income taxes consistamfimount for taxes currently payable and an anfoutéx consequences deferred to future
periods. Investment tax credits are accountedrideuthe deferral method and are amortized as tiethsdn income tax expense over the
lives of the assets which gave rise to the creditsare included in deferred credits and otherwrconsolidated balance sheets. Deferred
income tax assets and liabilities are recognizedhi® future tax consequences attributable to iierdnces between the financial statement
and tax basis of assets and liabilities using ekietx rates expected to apply to the year in wtiietdifferences are expected to affect tax
income. The effect on deferred income tax assetdiabilities of a change in tax rate is recogniredperations in the period that includes
enactment date. Deferred tax assets are reviewaetéomine if they are more likely than not to balized and, if not, then valuation
allowances are established to reduce deferred iadamassets to the amounts expected to be recbvere

We use the deferral method of accountimgrfeestment tax credits earned prior to the repéalich credits in 1986. We also defer
certain transitional investment tax credits earaier the repeal, as well as investment tax creditaed in certain states. We amortize these
credits over the estimated service lives of thateel assets as a decrease to our income tax expemgeconsolidated statements of
operations.

Cash and cash equivalentsWe utilize the cash management services of Q@UII manages our cash in accordance with its cash
investment policy, which restricts investmentsngwre preservation of principal and maintenandeuoidity. Although cash and cash
equivalents balances are generally unsecured,adandes are maintained with financial institutitimst QCIl and we believe are creditwort
We consider cash on hand, deposits in banks armgtiments purchased with original maturities oféhrenths or less to be cash and cash
equivalents. Our cash investment policy limits ¢tbacentration of investments with specific finahaiatitutions or among certain products
and includes criteria related to credit worthinekany particular financial institution.

Restricted cash. Restricted cash primarily relates to escrowants we established to fund certain constructadivities and our
compensation plans.

Assets held for sale. Assets to be disposed of that meet all of titer@ to be classified as held for sale are regzbat the lower of the
carrying amounts or fair values less cost to selsets are not depreciated while they are cladsifieheld for sale. Assets held for sale that
have operations and cash flows that can be cledétinguished, operationally and for financial rep@ purposes, from the rest of our assets
are reported in discontinued operations when (g)determined that the operations and cash fldwiseoassets will be eliminated from our
on-going operations and (b) we will not have amn#icant continuing involvement in the operatiamfghe assets after the disposal
transaction.

Property, plant and equipment.Property, plant and equipment is carried at and is depreciated using the straight-line gnoaphod.
Under the straight-line group method, assets dastida providing regulated telecommunications ssmwithat have similar physical
characteristics, use and expected useful livesategorized on the basis of equal life groupsoilar assets acquired in a
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given year for purposes of depreciation and tragk@®enerally, under the straight-line group methwaden an asset is sold or retired the cost,
net of sale proceeds, is deducted from properant@nd equipment and charged to accumulated dapoecwithout recognition of a gain or
loss. A gain or loss is recognized in our constdéidastatements of operations only if a disposabisormal or unusual or when a sale involves
land, artwork, assets associated with the salestbmer contracts or assets constructed or acqiairedle. Leasehold improvements are
amortized over the shorter of the useful liveshef assets or the lease term. Expenditures for erainte and repairs are expensed as incl
Interest is capitalized during the constructiongehaf network and other internal-use capital pitsjddirect labor costs related to construction
of internal use assets are also capitalized diuhegonstruction phase. Property, plant and equipsupplies used internally are carried at
average cost, except for significant individuahtefor which cost is based on specific identifioati

Software capitalization policy. Internally used software, whether purchasedeveloped, is capitalized and amortized using the
straight-line method over an estimated usefuldifé8 months to five years. In accordance witheStent of Position 98-1, "Accounting for
the Costs of Computer Software Developed or ObtkfoeInternal Use," we capitalize certain costsoagated with internally developed
software such as payroll costs of employees deydiine to the projects and external direct costsifaterials and services. Costs associated
with internally developed software to be used imd#ly are expensed until the point at which thggmbhas reached the development stage.
Subsequent additions, modifications or upgradéstésnal-use software are capitalized only to tkteet that they allow the software to
perform a task it previously did not perform. Saite maintenance and training costs are expengad period in which they are incurred.
The capitalization of software requires judgmendétermining when a project has reached the deredapstage and the period over which
we expect to benefit from the use of that software.

Intangible assets. Intangible assets, such as wireless spectmandes and capitalized software, are recordedsat co

Intangible assets with finite lives are atized on a straight-line basis over that life. \Whthere are no legal, regulatory, contractual or
other factors that would reasonably limit the ukbfe of the intangible asset we have determirteat the intangible asset has an indefinite
life. In accordance with the adoption of Statem@rEinancial Accounting Standards ("SFAS") No. 142podwill and Other Intangible
Assets" ("SFAS No. 142"), on January 1, 2002, thetssgible assets were no longer amortized. Roitine adoption of SFAS No. 142, these
intangible assets were amortized on a straightHasas over their estimated useful lives.

Impairment of indefinite-lived intangiblesets. Intangible assets with indefinite lives areiegwed for impairment annually or
whenever an event occurs or circumstances chaagetiuld more likely than not reduce fair valuedvekarrying value. These assets are
carried at historical cost if their estimated featue is greater than their carrying amounts. Hawei¥ their estimated fair value is less than
carrying amount, indefinite-lived intangible assats reduced to their estimated fair value throaigimpairment charge to our consolidated
statements of operations.

Impairment of long-lived assets.We review long-lived assets and other intarggdssets with long lives for impairment whenevetsa
and circumstances indicate that the carrying ansooithe assets may not be recoverable. An impairioss is recognized only if the
carrying amount of the asset is not recoverableexgdeds its fair value. Recoverability of assetse held and used is measured by
comparing the carrying amount of an asset to ttimated undiscounted future net cash flows expettdt generated by the asset. If the
asset's carrying value is not recoverable, an impait charge is recognized for the amount by whiehcarrying amount of the asset exceeds
its fair value. We determine fair values by refeeto replacement cost or discounted cash flowappeopriate.

Prior to the adoption of SFAS No. 142 aRd\S No. 144, "Accounting for Impairment or Disposélong-Lived Assets" ("SFAS
No. 144") on January 1, 2002, we reviewed our -lived assets, such as
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intangible assets and property, plant and equipfeemnpairment in accordance with SFAS No. 121¢¢8unting for the Impairment of
Long-Lived Assets and for Long-Lived Assets to heddsed of" ("SFAS No. 121"). Under SFAS No. 12&,meviewed our long-lived assets
for impairment whenever events or changes in cigtantes indicated that the carrying amount of astasight not be recoverable. We
evaluated the recoverability of our lofiged assets based on estimated undiscounted foasteflows and provided for impairment when ¢
undiscounted cash flows were insufficient to recdtie carrying amount of the long-lived asset.

Derivative instruments. Effective January 1, 2001, we adopted SFAS188, "Accounting for Derivative Instruments and Igid)
Activities" ("SFAS No. 133"). SFAS No. 133 requirthat all derivatives be measured at fair valuer@edgnized as either assets or liabilities
on our consolidated balance sheets. Changes faithealues of derivative instruments that do natlify as hedges and/or any ineffective
portion of hedges are recognized as a gain orithossr consolidated statement of operations inctireent period. Changes in the fair value
derivative instruments used effectively as faiuneahedges are recognized in earnings, along watlcttange in the value of the hedged item.
Changes in the fair value of the effective portiohsash flow hedges are reported in other comprakie income (loss) and recognized in
income (loss) when the hedged item is recognizédciome (loss).

Restructuring and Merger-related chargesPeriodically QCII commits to exit certain bus#s activities, eliminate office or facility
locations and/or reduce our number of employeeshétime a restructuring plan is approved and canmioated, we record a charge to our
consolidated statement of operations for the esticheosts associated with the plan. Charges assdaidth these exit or restructuring plans
incorporate various estimates, including severaosts, sublease income and costs, disposal cestghlof time on market for abandoned
rented facilities and contractual termination cog{e also record a charge when we permanently eesssef a leased facility. Estimates of
charges associated with abandoned operating leasas, of which entail long-term lease obligaticarg, based on existing market conditions
and undiscounted net amounts that are expectes paid in the future. We utilize real estate brekerassist in assessing market conditions
and net amounts that we expect to pay.

Fair value of financial instruments. Our financial instruments consist of cash amshcequivalents, restricted cash, accounts redeivab
accounts payable and borrowings. The carrying watdeash and cash equivalents, accounts recej\adsieunts payable and short-term
borrowings approximate their fair values becaustneif short-term nature. Our long-term borrowihgsl a fair value of approximately
$5.4 billion, $5.6 billion and $5.9 billion at Deober 31, 2002, 2001 and 2000, respectively. Thesfdues of our borrowings are based on
guoted market prices where available or, if notlabée, based on discounted future cash flows usimgent market interest rates.

Stock options. Prior to the Merger, our employees participatethe U S WEST stock plans under which U S WES{Ia grant
awards in the form of stock options, stock apptemiarights, restricted stock and phantom unitsyal as substitute stock options and
restricted stock awards. In connection with the déerall U S WEST options outstanding prior to herger announcement became fully
vested. Options granted after that date and pidubhe 30, 2000 continue to vest according to #s¢invg requirements in the plan. Subseq
to the Merger, our employees began participatiadihénQwest Equity Incentive Plan. These QCII stoclentive plans are described more
fully in Item 8 of QCII's annual report on Form KOfor the year ended December 31, 2002 (the "QGO2Form 10-K").

QCIl accounts for its stock incentive plaising the intrinsic-value method under which nmpensation expense is recognized for
options granted to employees when the strike miickose options equals or exceeds the value afitiderlying security on the measurement
date. Any excess of the stock price on the measmedate over the exercise price is recorded asréef compensation
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and amortized over the service period during wihiighstock option award vests using the acceleratttiod described in Financial
Accounting Standards Board ("FASB") Interpretat{thiIN") No. 28, "Accounting for Stock Appreciatidrights, Other Variable Stock
Option or Award Plans." QCII allocates to us, thgbwa contribution, our share of the deferred corapgon expense described herein based
on options granted.

Had compensation cost for our employeeatsigization in the QCII stock incentive plans batatermined under the fair value method in
accordance with the provisions of SFAS No. 123,cémting for Stock-Based Compensation,” our nedrime would have been changed to
the pro forma amounts indicated below:

Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Net income;
As reportec $ 80t % 1,407 $ 902
Add: Stock-option-based employee compensation esgitiuded in reported net
income, net of related tax effe« 1 4 53
Deduct: Total stock-option-based employee compensakpense determined unde
fair value-based method for all awards, net of related tesces (44) (89) (67)
Pro forma $ 76z 3% 1,32: 3 88¢

The pro forma amounts reflected above nwye representative of the effects on our reparttdncome or loss in future years because
the number of future shares to be issued undee thless is not known and the assumptions usedi¢ordime the fair value can vary
significantly. Following are the weighted averagsuamptions used with the Black-Scholes option-pgenodel to estimate the fair value of
all QCII options granted to our employees in 2@X)1 and 2000:

Year Ended December 31,

2002 2001 2000
Risk-free interest rat 4.1% 4.1% 5.8%
Expected dividend yiel 0.C% 0.2% 1.4%
Expected option life (year: 4.4 4.4 5.3
Expected stock price volatilil 57.€% 41.2% 29.5%
Weighted average grant date fair va $ 228 $ 94C $ 14.6C

Two of the more significant assumptionsduisethis estimate are the expected option life wedexpected volatility, both of which we
estimated based on historical information.

Stockholder's equity. In the normal course of business we transfeetago and from our parent, QSC. It is QCII's andpolicy to
record asset transfers to and from QSC based oyirmavalues.

Recently adopted accounting pronouncements and curtative effect of adoption

On January 1, 2002, we adopted SFAS No, WAfCh requires companies to cease amortizing wdband intangible assets with
indefinite useful lives. SFAS No. 142 also requittest goodwill and indefinite-lived intangible assbe reviewed for impairment upon
adoption on January 1, 2002 and annually thereaftanore often if events or circumstances warréfe.ceased amortizing our intangible
assets, primarily spectrum licenses, with indeditites on January 1, 2002.

Upon adoption of SFAS No. 142, we reviewsaluseful lives of our amortizable intangible éssprimarily capitalized software and
customer lists, and determined they remained apjatepIn
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accordance with SFAS No. 142, we will continue éofprm impairment tests on the remaining indefitited intangible assets on an annual
basis, or more often if events or changes in cistances indicate the assets may be impaired.

In August 2001, the FASB issued SFAS Ndl, Idhich addresses financial accounting and raeppftr the impairment or disposal of
long-lived assets other than goodwill and intaregédsets with indefinite lives. Under SFAS No. 1dA4g-lived assets being held or used are
tested for recoverability whenever events or changeircumstances indicate that their carrying amienay not be recoverable from their
expected future undiscounted cash flows ("a triggeevent”). The impairment loss is equal to tHféedénce between the asset's carrying
amount and estimated fair value. In addition, SFS 144 requires long-lived assets to be dispo$ether than by sale for cash to be
accounted for and reported like assets being hadduaed. Long-lived assets to be disposed of keyaral to be recorded at the lower of their
carrying amount or estimated fair value (less ctistell) at the time the plan of disposition hasmapproved and committed to by the
appropriate company management. See Note 6—Propdatyt and Equipment for further information.

In December 2002, the FASB issued SFASIMS8, "Accounting for Stock-Based Compensation—Titaomsand Disclosure—an
amendment of FASB Statement No. 123" ("SFAS No."L4hich is effective for financial statementsatld to periods ending after
December 15, 2002. We have included the expandetbdure required by SFAS No. 148 regarding staded compensation.

FIN No. 45, "Guarantor's Accounting anddliasure Requirements for Guarantees, IncludingéutliGuarantees of Indebtedness of
Others," was issued by the FASB in November 2002. interpretation provides guidance on the guaramgcounting and disclosure of
guarantees, including indirect guarantees of ireliriss of others. We have adopted the disclosguireenents of the interpretation as of
December 31, 2002. The accounting guidelines gukcagble to certain guarantees, excluding affiligbarantees, issued or modified after
December 31, 2002, and require that we recordbditiafor the fair value of such guarantees on consolidated balance sheet. The adoption
of this interpretation had no material effect om consolidated financial statements.

In 2000, we recorded a cumulative effect ghange in accounting principle of $41 millioet nf income taxes, upon our adoption of
Staff Accounting Bulletin ("SAB") No. 101, "Reveniecognition in Financial Statements” ("SAB No. 'J0The $41 million charge relates
to the establishment of deferred revenues and tmstertain activation and installation activiti€reviously, installation and activation fees
and costs had been recognized in their entiretyeatime the installation or activation was comgdetUnder the rules of SAB No. 101, these
installation and activation fees are recognizedhigtover the estimated lives of the customer i@ighips, which range from one to 10 years.
The adjustment to the cumulative effect previousfyorted is further described in Note 3—RestateroEResults.

New accounting standards

On January 1, 2003, we adopted SFAS No, "B ounting for Asset Retirement Obligations" F/AS No. 143"). This statement
addresses financial accounting and reporting ftigations associated with the retirement of targibhglived assets and the associated
retirement costs, generally referred to as asietmeent obligations. SFAS No. 143 requires ertitrecord the fair value of a legal liability
for an asset retirement obligation required todtdexd under law or written or oral contract. ifemsonable estimate of fair value can be made
the fair value of the liability will be recognizéalthe period it is incurred, or if not, in the jpEr a reasonable estimate of fair value can be
made. This cost is initially capitalized and themoatized over the estimated remaining useful liféhe asset. We have determined that we
have legal asset retirement obligations associatidthe removal of a limited group of long-livedsets and recorded a cumulative effect of a
change in accounting principle charge upon adomfd®FAS No. 143 of $7 million (liability of $12 tfion net of an asset of $5 million) in
2003.
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Prior to the adoption of SFAS No. 143, veednincluded in our group depreciation rates eséthaet removal costs (removal costs less
salvage). These costs have historically been tefleio the calculation of depreciation expensethedefore recognized in accumulated
depreciation. When the assets were actually retinelremoval costs were expended, the net remoséd evere recorded as a reduction to
accumulated depreciation. While SFAS No. 143 rexguihe recognition of a liability for asset retigrhobligations that are legally binding
precludes the recognition of a liability for asetirement obligations that are not legally bindimgerefore, upon adoption of SFAS No. 143,
we reversed the net removal costs within accumdildépreciation for those fixed assets where thevahtosts exceeded the estimated
salvage value and we did not have a legal remdsaation. This resulted in income from the cumiviateffect of a change in accounting
principle of $365 million pretax upon adoption d¥/&S No. 143 in 2003. The net income impact of thepdion is $219 million ($365 million
less the $7 million charge disclosed above, nateaime taxes of $139 million).

On a going forward basis, the net costeofoval related to these assets will be chargedit@onsolidated statement of operations ir
period in which the costs are incurred. As a resiidt adoption of SFAS No. 143 is expected to desgeur depreciation expense on an at
basis by approximately $33 million and increaseraiiieg expenses related to the accretion of thevédue of our legal asset retirement
obligations by approximately $1 million annuallygiening January 1, 2003. Based on historical cheegel activity, we believe that recurr
removal costs will be approximately $35 million$45 million annually which will be charged to ownsolidated statement of operations as
incurred.

In June 2002, the FASB issued SFAS No. 146écounting for Costs Associated with Exit or Disal Activities" ("SFAS No. 146"),
which is applicable for exit or disposal activitiegiated after December 31, 2002. This statemequires that liabilities for costs that are
associated with an exit or disposal activity beoggized and measured initially at fair value in pleeiod in which the liability is incurred. It
nullifies the guidance of Emerging Issues Task EG'EITF") No. 94-3, "Liability Recognition for Ce&in Employee Termination Benefits
and Other Costs to Exit an Activity (including Gent Costs Incurred in a Restructuring)" ("EITF lsduo. 94-3"). Under EITF Issue No. 94-
3, an entity recognized a liability for an exit tos the date that the entity committed itselftoeait plan. SFAS No. 146 concludes that an
entity's commitment to a plan does not, by itsa#ate a present obligation to other parties thetemthe definition of a liability. In
accordance with SFAS No. 146, our restructuringvaiets that were recorded prior to 2003 will conte to be accounted for under previous
guidance. Our adoption of SFAS No. 146 on Janua®0Q3 did not have a material effect on our ofegatesults or financial position.

In January 2003, the FASB issued FIN Nq."@®nsolidation of Variable Interest Entities" (NFNo. 46"), which is effective
immediately for all variable interest entities deghafter January 31, 2003. FIN No. 46 must beiegdor the first fiscal year or interim
period ending after December 15, 2003 for variaitierest entities in which an enterprise holds réalde interest that it acquired before
February 1, 2003, or the fourth quarter 2003 forRlilsl No. 46 requires existing unconsolidated Jaganterest entities to be consolidated by
their primary beneficiaries if the entities do effiectively disperse risks among the parties ingdIvA primary beneficiary absorbs the
majority of the entity's expected losses, if thegur, receives a majority of the entity's expect=idual returns, if they occur, or both. Where
it is reasonably possible that the information dlmur variable interest entity relationships mustdisclosed or consolidated, we must disc
the nature, purpose, size and activity of the Weiinterest entity and the maximum exposure te &ssa result of our involvement with the
variable interest entity in all financial statengigsued after January 31, 2003. We are evaluatiggher the adoption of FIN No. 46 will
require consolidation of any previously unconsdhdientities.
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In May 2003, the FASB issued SFAS No. I3@counting for Certain Financial Instruments witharacteristics of Both Liabilities and
Equity" ("SFAS No. 150"). SFAS No. 150 providesdaiice on how an entity classifies and measureaigdittancial instruments with
characteristics of both liabilities and equity. S5-No. 150 is effective for financial instrument$ezad into or modified after May 31, 2003,
and otherwise is effective at the beginning offtta interim period beginning after June 15, 200& do not believe that the adoption of
SFAS No. 150 will have a material impact on oursmitated financial statements.

Note 3: Restatement of Results

We have determined that, in certain casesnisinterpreted or misapplied GAAP in our 2008l 2000 consolidated financial statements
and, accordingly, we have restated our consolidé@edcial statements for each of the years inweeyear period ended December 31, 2001

and related interim periods.

As discussed more fully below, the restaets involve, among other matters, revenue recognisues related to termination fees,
installation fees and wireless revenue. In makimggé restatements, we have performed an interablsésof our accounting policies,

practices, procedures and disclosures for thetefigueriods.

Summary of restatement items

The following tables set forth the effeofshe restatement adjustments discussed belowvanue; pre-tax income (i.e., income before
income taxes and cumulative effect of change imaatng principle); and net income as presentaslinconsolidated statements of
operations for the years ended December 31, 2002@00. The restatement adjustments are discusshd paragraphs following the tables.

Year ended December 31, 2001

Pre-tax Net
Revenue Income Income
(Dollars in millions)

Previously reporte $ 12,678 $ 2,77t $ 1,731
Restatement Adjustments, net
Termination fee! (75) (75) (46)
Wireless revenu (46) (46) (28)
Transactions with affiliate 20 30 18
Installation fee: 19 19 12
Balance sheet reconciliatio (14) (12) (7
Out-of-period expense — (114 (70
Network labor cost — (84) (52)
Compensated absenc — (73) (44)
Cost of remova — (40 (24
Contested liability trus — (22 (13
Stock compensatia — Q) —
Curtailment gair — 7 5
Other 42 (123%) (82
Net restatemen (13¢) (539) (330
As restate( $ 12537 $ 2,24t $ 1,407

.| | |
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Year ended December 31, 2000
Pre-tax Net
Revenue Income Income
(Dollars in millions)
Previously reporte $ 12,30 $ 190« $ 1,19¢

Restatement Adjustments, net



Termination fee: (50) (50 (30

Wireless revenu (57 (57 (34
Transactions with affiliate 17 (40 (24
Installation fee: (90) (90 (96)
Balance sheet reconciliatio — 24 15
Investment transfe — — (82
Out-of-period expense — 16¢ 10z
Network labor cost — (100 (62)
Compensated absenc — (14 (9
Stock compensatic — (52) (31)
Curtailment gair — 47 (29
Other (36) (2 (16)
Net restatemen (21€) (25¢) (2949)
As restate( $ 12,08: 3 1,646 $ 90z

I I ]

Termination fees

In 2001, we recognized revenue relatedtdractual termination fees that were assesseeMral customers. At or about the same time,
we entered into new arrangements with these custotogrovide services in the future. In connectioth our internal analysis, we have
determined that the revenue recognized in theseriaoss should have been deferred and recognizedexsue ratably over the term of the
new arrangements.

In our restated consolidated financialestegnts, we have reduced our previously reporteghies and decreased our pre-tax income by
$75 million and $50 million for the years ended Beber 31, 2001 and 2000, respectively.

Wireless revenue

In our previously issued consolidated ficiahstatements, we erroneously recognized revasseciated with products that were given
away through promotions in our wireless business.al§o erroneously recognized excess revenueessith of not reconciling or adjusting
our estimates of unbilled and deferred servicemegs.

In our restated consolidated financialestegnts, we have reduced our previously reporteeless revenue and decreased our pre-tax
income by $46 million and $57 million for the yearsded December 31, 2001 and 2000, respectively.

Transactions with affiliates

In 2001 and 2000, we inaccurately recome@nue and expenses related to transactions ffiltatad companies within the QCII group
of companies. These transactions included billflogslata processing services, allocations of cafgooverhead costs and payments made on
behalf of affiliated companies, among other items.

In our restated consolidated financialestegnts, we have increased our previously repoeteghue by $20 million and $17 million for
the years ended December 31, 2001 and 2000, respect
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and increased our pre-tax income by $30 million @acreased our pre-tax income by $40 million ferybars ended December 31, 2001 and
2000, respectively.

Installation fees

In 2001 and 2000, we recognized revenuedaain up-front fees charged to customers in eotion with special plant construction or
relocation. These fees were recognized as reveniudl &t the time the construction or relocatioasicompleted. Under SAB No. 101, these
fees should have been initially deferred and reiaghover the estimated life of the customer retethip.

In our restated consolidated financialestegnts, we have increased our previously repoeteehue by $19 million and decreased
previously reported revenue by $90 million for tlears ended December 31, 2001 and 2000, respgctigellting in an increase in our pre-
tax income for 2001 and a decrease in our prereome for 2000 of corresponding amounts. In additis a result of this change, our
restated net income for the year ended Decembe0RD, includes a $41 million charge, net of thene tax effect of $26 million, presented
as the cumulative effect of change in accountirigciple resulting from the adoption of SAB No. 101.

Balance sheet reconciliatior

During our internal analysis, we were uedbl support the balances of certain asset aniitifadccounts through the reconciliation
process that we performed. As a result, we havestatj certain balance sheet accounts resulting aggregate decrease in previously
reported revenue of $14 million for the year enBedember 31, 2001. The adjustments also reducepreviously reported pre-tax income
by $11 million for the year ended December 31, 280d increased our pre-tax income by $24 millianttie year ended December 31, 2000.

Investment transfe

In 2000, we transferred an appreciatedstaent with a carrying value of $220 million to Q&Cour original cost of $10 million. This
investment was subsequently sold by a QSC subsgilditar in that year. As part of our internal aséy we determined that tax expense
should have been recorded by us relative to tmsfea As a result, we have increased the incomexpense by $82 million in our restated
consolidated financial statements for the year dridlecember 31, 2000.

Out-of-period expenses

We recorded certain charges in 2000 asresgsefor contractual sponsorships. We have sineendimed that we recorded these charges
in the wrong period. As a result, in our restatedsolidated financial statements, we have decreasegreviously reported pitax income b
$114 million in 2001 and increased our previousiyarted pre-tax income by $169 million in 2000.

Network labor cost

In 2000, we began capitalizing certain latxsts that were associated with designing, dépdognd testing facilities. During our internal
analysis, we determined that certain of these abgiald have been expensed as incurred. As a,resuliave recorded adjustments in our
restated consolidated financial statements to asg®perating expenses and decrease net progartyapd equipment by $84 million and
$100 million in 2001 and 2000, respectively.

Compensated absences

During 2001 and 2000, we recorded enttias teduced our liabilities for compensated abseassociated with non-management
employees. We have since determined that thesstatiuats were
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not in compliance with SFAS No. 43, "Accounting f@ompensated Absences". As a result, we have deatear previously reported ptax
income by $73 million and $14 million for the yearsded December 31, 2001 and 2000, respectively.

Cost of removal

In 2001, we recorded costs associated téhreconditioning of certain cable lines againsbst of removal reserve. This reserve is a
component of accumulated depreciation that wabksited specifically for costs of removal relategbrtions of our telecommunications
network. During our internal analysis, we deternditigat these reconditioning costs are not costsrabval and should not have been cha
against the reserve in accumulated depreciatiora vesult, in our restated consolidated finanditkesnents we have decreased our previously
reported pre-tax income by $40 million for the yeaded December 31, 2001.

Contested liability trust (Grantor trust)

In 2000, we recorded a $286 million asswigfer from an affiliate as a note receivabletegldo the contested liability trust. We
subsequently recognized affiliate interest incof®22 million on this note receivable in the yeaded December 31, 2001. As part of our
internal analysis we determined that the note vet#¢ due from an affiliate should have been dl&skin equity. In our restated consolidated
financial statements, we have decreased our prelyioeported pre-tax income for 2001 by $22 millrefative to the reversal of the interest
income.

Stock compensation

During 2001 and 2000, the terms of certaitstanding stock options were modified to alloe #xtension of the exercise period upor
employee's separation from the Company. In ouripusly issued consolidated financial statementsdidenot record compensation expense
in connection with these modifications or with reyto certain other awards where the fair valuthefunderlying stock at the measurement
date was greater than the strike price of the awissart of our internal analysis, we determirteat tompensation expense should have
recorded for these matters in accordance with Actieg Principles Board ("APB") No. 25, "Accountiffigr Stock Issued to Employees," and
FIN No. 44, "Accounting for Certain Transactionsalving Stock Compensation” (an interpretation &fB\Opinion No. 25). As a result, in
our restated consolidated financial statementsave ldecreased our previously reported pre-tax iedoyrs1 million and $51 million for the
years ended December 31, 2001 and 2000, respgc

Curtailment gain

During the third quarter of 2000, and imjemction with the Merger, QCII changed certaintp@tirement benefits as discussed in
Note 1 —Employee Benefits. The reduction in the accumdlgtest-retirement benefit obligation was originadlycounted for as a plan
curtailment, resulting in a one-time gain in oueydously issued consolidated financial statemeBdsed on our internal analysis, and in
consideration of SFAS No. 106, "Employers' Accougtior Post-retirement Benefits Other Than PenSii&-AS No. 106"), and the FASB
Staff Implementation Guide for SFAS No. 106, weedigtined that the elimination of benefits shouldédbeen recorded as a negative plan
amendment. Negative plan amendments are amortizadeduction of benefit expense over the expeaet@aining service period or life
expectancy of the participants, as appropriatepproximately seven years in our case. As a raauir restated consolidated financial
statements we have increased our previously reppretax income by $7 million in 2001 and decrelaser previously reported pre-tax
income by $47 million in 2000.
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Other

We reduced our previously reported revdnu&42 million and $36 million and decreased ow@-fax income by $123 million and
$2 million for the years ended December 31, 20@L 24300, respectively, for other adjustments disoedes a result of our internal analysis.
These adjustments have been aggregated in ounpaitea. The individual adjustments ranged from@&000 to $15 million for revenues a
from $100,000 to $16 million for pre-tax incometlive periods presented and had an average imp&6tmifllion to revenues and $7 million

to pre-tax income.

Balance sheet impac

In addition to the effects on our 2001 2000 consolidated statements of operations disduasave, the restatement affected our
consolidated balance sheets as of December 31,8@D2000. The following tables set forth the effeaf our restatement adjustments on

condensed 2001 and 2000 consolidated balance sheets

As of December 31, 2001

Assets:
Total current asse
Property, plant and equipm—net
Other and intangible ass—net

Total asset

Liabilities and stockholder's equit
Total current liabilities
Long-term borrowings
Deferred income taxes and other liabilit

Total liabilities
Total stockholder's equi

Total liabilities and stockholder's equ

As of December 31, 200(

Assets:
Total current asse
Property, plant and equipm—net
Other and intangible ass—net

Total asset

Liabilities and stockholder's equit
Total current liabilities
Long-term borrowings
Deferred income taxes and other liabilit

Total liabilities
Total stockholder's equi

Total liabilities and stockholder's equ
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Previously Increase/
Reported (Decrease) As Restated
(Dollars in millions)
$ 2,94 $ (28¢) $ 2,657
19,43: (244) 19,18:
2,69( (14¢€) 2,542
$ 25,06 $ (680) $ 24,38¢
I I I
$ 6,29t $ 2,20¢ % 8,50¢
5,781 — 5,781
5,69¢ 177 5,522
17,77¢ 2,032 19,80
7,291 (2,717 4,57¢
$ 25,06¢ $ (680) $ 24,38¢
" s |
Previously Increase/
Reported (Decrease) As Restated
(Dollars in millions)
$ 2,44¢ % 19 $ 2,46¢
18,10( (17) 18,08
2,29¢ (282) 2,01¢
$ 22,84: % (280) $ 22,56:
" s |
$ 6,15¢ $ 53¢ $ 6,694
6,241 — 6,241
5,17¢ (132 5,04(
17,575 404 17,98!
5,26¢ (682) 4,581
$ 22,84. $ (280 $ 22,56:
" s |




Stockholder's equity has been restateddors other than the adjustments to net incomeudssed in the summary of restatement items
section above. Among other restatements, it hasbasn restated for adjustments to dividends dettland for the contested liability trust.
The adjustments to dividends declared are attribideur failure to record dividends that were destl in 2000 and 2001 under a standing
declaration policy. A reconciliation of stockholteequity between "Previously Reported" and "Ast&esd" is as follows:

December 31,

2001 2000

(Dollars in millions)

Stockholder's equity, as previously repot $ 7291 $ 5,26t
Cumulative effect of restatement adjustments orinoaime (6249) (299
Adjustments to dividends declar (1,889 (477
Note receivabl—contested liability trus (28€) —
Stock compensatic 92 87
Other consolidation and reconciliation adjustme (20 —

Stockholder's equity, as resta $ 457¢ $ 4,581

Note 4: Restructuring and Merger-related (Credits)Charges
Restructuring and other charg
2002 Activities

During 2002, in response to shortfallsnmpdoyee reductions planned as part of the 200tuasiring plan (as discussed below), and due
to continued declines in our revenues and geneaadamic conditions, QCII identified employee redaoiss in various functional areas and
permanently abandoned a number of operating anéhatrative facilities. In connection with that tascturing, we recorded a restructuring
reserve and recorded a charge to our consolid&éshgent of operations of $99 million to cover tlosts associated with these actions as
more fully described below.

An analysis of activity associated with @02 restructuring plan for the year ended Decer@ibe2002 is as follows:

Year ended December 31, 2002

December 31,
2002 2002 2002
Provision Utilization Balance

(Dollars in millions)

Severance and employ-related charge $ 74 % 37 % 37

Contractual settlements, legal contingencies aask

losses 25 2 23
Total $ 9 % 39 % 60

The 2002 activities included charges of 8#lion for severance benefits and employee-relatatters pursuant to established severance
policies associated with a reduction in the nundf@mployees. QCII identified approximately 2,4G®ar employees from various
functional areas to be terminated as part of gisiction. As of December 31, 2002, approximate®@Q of the reductions had been
accomplished and $37 million of the restructuriagarve had been used for severance payments amdcedhpension benefits. We expect
remaining employee reductions to be essentiallypteta by December 31, 2003. The 2002 provision®wéset in our 2002 consolidated
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statement of operations by a reversal of $64 milbbaccruals established in 2001 as part of tegueturing plan as discussed below.

Also as part of the 2002 restructuring,peemanently abandoned 25 leased facilities anddedoa charge of $25 million to restructur
and other charges in our consolidated statemesp@fations. The abandonment costs include renyahgats due over the remaining terms of
the leases, net of estimated sublease rentalgsdimdated costs to terminate the leases. We reddnitecharge directly to our consolidated
statement of operations. As of December 31, 200Raudkutilized $2 million of the established ressrpemarily for payments of amounts «
under the leases. We expect the balance of theveeebe utilized over the remaining terms of leses, which are up to five years.

For the year ended December 31, 2002 stanarance-related charges not associated withp#wfis plans were $10 million.
2001 Activities

During the fourth quarter of 2001, a plassvapproved by QCII to reduce employee levels,aaize and sublease facilities and
abandon certain capital projects and terminataitedperating leases. In connection with this testiring, we established a restructuring
reserve and recorded a restructuring charge teansolidated statement of operations of $212 miltacover the costs associated with these
actions as more fully described below.

In order to streamline our business andclitate operations to meet lower customer demesulting from declining economic
conditions, QCII implemented a plan to reduce elygés, consolidate and sublease facilities, abanddain capital projects, terminate
certain operating leases and recognize associasad impairments. An analysis of activity assodatéh the 2001 plan for the years ended
December 31, 2002 and 2001 is as follows:

Year ended December 31, 2002

January 1, December 31,
2002 2002 2002 2002 2002
Balance Provision Utilization Reversal Balance

(Dollars in millions)

Severance and employ-related charge $ 184 $ — $ 11C $ 64 $ 10

Contractual settlements, legal contingencies ar

lease losse 24 4 17 — 11
Total $ 20 % 4 $ 127 $ 64 $ 21

Year ended December 31, 2001

December 31,
2001 2001 2001
Provision Utilization Balance

(As restated, see Note 3)
(Dollars in millions)

Severance and employ-related charge $ 18¢ $ 4 % 184

Contractual settlements, legal contingencies aask
losses 24 — 24
Total $ 21z % 4 % 20¢
I I

In 2001, QCII identified approximately 4B6f our employees from various functional arealséderminated as part of an employee
reduction and we accrued a restructuring reser$d 88 million for severance benefits for those empeés. As of December 31, 2002, our
restructuring activities under this plan were sabgally complete. Approximately 3,700 employeed baen terminated and
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$114 million of the restructuring reserve had besed for severance payments, enhanced pensioritbearef other employelated outlays
As a result of actual terminations falling shorbaf original plan, we reversed $64 million of 8everance reserve established in 2001. This
reversal was recorded as a reduction of restruxgund other charges in our 2002 consolidatedmstateof operations. In 2002, in response
to this shortfall in planned employee terminatic@€|1 reviewed our manpower complement in othercfiomal areas and identified
employees to be terminated as part of anotheiirsgaf®éduction. These planned reductions are digcuabove in connection with our 2002
restructuring activities.

Until the fourth quarter of 2001, we ocagbcertain administrative and network operatioriklimgs under operating leases with varying
terms. Due to our staffing reduction and consoiaabf our operations, we accrued a restructurgsgrve and recorded a charge to our 2001
consolidated statement of operations of $24 millifins restructuring reserve was associated wittéimination of nine operating lease
agreements. As of December 31, 2002 we had utidgdmillion of the established reserve for payreerssociated with leases and losses on
subleases and contract termination costs relatesiting these buildings.

Subsequent event

During the fourth quarter of 2003, as mdran ongoing effort of evaluating costs of opemasgi, QCII further reduced employee levels in
certain areas of our business. As a result, wetplaacord a charge to our consolidated statenfespearations during the fourth quarter of
2003, primarily for estimated severance costs,irapfyjom $35 million to $55 million.

Merger-related (credits) charges

An analysis of activity associated with Merger+elated accruals which were established as a rektiie Merger as described above
the years ended December 31, 2002, 2001 and 2@&Xdlows:

Year ended December 31, 2002

January 1, December 31,
2002 2002 2002 2002 2002
Balance Provision Utilization Reversals Balance

(Dollars in millions)

Severance and employ-related charge $ 6 $ — $ 4 $ — $ 2
Contractual settlements and legal contingen 32 — 2 30 —
Total Merge-related charge $ 38 % — $ 6 $ 30 % 2

Year ended December 31, 2001

January 1, December 31,
2001 2001 2001 2001 2001
Balance Provision Utilization Reversals Balance

(As restated, see Note 3)
(Dollars in millions)

Contractual settlements and legal contingen $ 182 $ 13 % 22: % 60 $ 32
Severance and employ-related charge 10C 35 10C 29 6
Other Merge-related charge 17 44 58 3 —

Total Merge-related charge $ 29¢ % 21z $ 381 $ 92 % 38
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Year ended December 31, 2000

December 31,
2000 2000 2000
Provision Utilization Balance

(As restated, see Note 3)
(Dollars in millions)

Contractual settlements and legal contingen $ 477 $ VAL 182
Severance and employrelated charge 25C 15C 10C
Other Merge-related charge 86 69 17

Total Merge-related charge $ 81 % 514 $ 29¢

In 2000, in connection with the Merger, Q&3tablished a Merger-related accrual and recoadglthrge of $477 million to cover various
contractual settlements and legal contingencie2001, in connection with finalizing our Mergeratdd activities, we increased this reserve
by $133 million related to these matters and retzaghthis additional charge. The amounts accruledieréo the cancellation of various
commitments no longer deemed necessary as a oésh# Merger and the settlement of various claietated to the Merger. In 2001 we
reversed $60 million of this accrual and in 2002rexersed an additional $30 million of the accrii@le reversals resulted from favorable
developments in the matters underlying contracdatilements and legal contingencies. The revevgais credited to Merger-related (credits)
charges in our consolidated statement of operafmnthe applicable year.

In connection with the Merger, we reducetployee levels by over 3,200 people, primarily bgnating duplicate functions. QCII
initially identified approximately 2,500 of our etogees in the third quarter of 2000. At variousesrthroughout the fourth quarter of 2000
and the first and second quarters of 2001 QClItiled approximately 1,100 additional employeesitave at the total reduction of
approximately 3,600 employees. In 2000, we estadtisa Merger-related accrual of $250 million redaethis staffing reduction and in 2001
we increased the reserve by $35 million. All of itientified employees were terminated prior to Deber 31, 2001. Included in the
severance and employee-related accrual in 2000 $&&enillion of bonus payments that were payablgexi to the successful completion of
the Merger. The remainder of the 2000 accrual édsesance and employee-related charges relategperted payments to employees
expected to leave the Company under planned reshscsubsequent to the consummation of the Mergeof ®ecember 31, 2002,
$254 million, including the payment of $38 milliambonuses, of the reserve had been paid for seser@nd enhanced pension payments. In
2001, upon completion of our Merger-related adggeitin this area and having achieved a reductid)230 people, we reversed $29 million
of the accrual into income for the difference betweur original estimates and the actual payments.

Other net Merger-related charges were $ifllomfor 2001 and $86 million for 2000. These etltharges were comprised of
professional fees, re-branding costs and otheeimental costs directly associated with the Merger.
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Note 5: Accounts Receivabl

The following table presents a breakdowonwfaccounts receivable balances:

December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Trade receivable $ 1,27¢  $ 1,38C $ 1,25¢
Earned and unbilled receivabl 25C 27C 27¢€
Purchased receivabl 104 14¢ 213
Notes receivable and oth 1 86 1
Total accounts receivab 1,63¢ 1,88¢ 1,74¢
Less: Allowance for bad dek (140 (15%) (81)
Accounts receivab—net 1,49¢ 1,72¢ 1,66¢
Accounts receivab—affiliates 12C 77 a0
Total accounts receivab $ 1,612 $ 1,80¢ $ 1,754

The fair value of accounts receivable baégrapproximates their carrying value becauseeif ghort-term nature. We are exposed to
concentrations of credit risk from customers witbimr local service area and from other telecommatitins service providers. We generally
do not require collateral to secure our receivailances.

We have agreements with other telecommtinitaservice providers whereby we agree to bil emllect on their behalf for services
rendered by those providers to our customers withinocal service area. We purchase these accoer#s/able from the other
telecommunications service providers on a full-tese basis and include these amounts in our acsoectivable balance. As identified in
the table above, purchased receivables includedrimccounts receivable balances were $104 mil§a48 million and $213 million at
December 31, 2002, 2001 and 2000, respectivelyh&ve not experienced any significant losses urderdcourse provisions related to th
purchased receivables.

In addition, we also have billing and cotlen arrangements with other telecommunicatiomgise providers for certain services we
provide to our customers outside our local sergiga. While these amounts are billed by the olecommunications service providers on
our behalf, we continue to include the receivabesur accounts receivable balances due to thedathurse provisions of the billing and
collection agreements.

Our restated accounts receivable balarefect the reclassification of the contested ligpirust from note receivable to equity during
the year ended December 31, 2001. For details st N—Restatement of Results.
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Note 6: Property, Plant and Equipment

The components of property, plant and egeipt are as follows:

December 31,

Depreciable
Lives 2002 2001 2000
(As restated, see Note 3)
(Dollars in millions)

Land $ 105 $ 10z $ 10C
Buildings 38 year 2,90¢ 2,86¢ 2,69¢
Communications equipme 7-10 year 18,50¢ 18,91¢ 16,69¢
Other network equipmel 8-57 year 18,21: 17,61( 16,47*
General purpose computers and o 5-11 year 2,51t 2,93t 3,07¢
Construction in progres — 17z 522 1,02(
42,41 42,95; 40,067
Less: accumulated depreciati (25,109 (23,765 (21,989
Property, plant and equipm—net $ 17,31 $ 19,187 $ 18,08:
I —— I

Asset impairment

A summary of asset impairments recogniseakifollows:

Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Impairment of property, plant and equipm $ 82t $ - $ —
Special purpose access lir — — 191
Capitalized software due to restructuring actigitislote 7—Intangible

Assets) 4 29 —
Impairment, capitalized software and other due trxdédr (Note 7—

Intangible Assets — 20 144

Total asset impairmen $ 82¢ $ 49 $ 33t

Effective June 30, 2002, pursuant to SFAS N4, a general deterioration of the telecommatitas market, downward revisions to our
expected future results of operations and othaofadéndicated that our investments in long-livedets may have been impaired at that date.
In accordance with SFAS No. 144 we performed atuatian of the recoverability of the carrying valokour long-lived assets using gross
undiscounted cash flow projections. For impairneerdlysis purposes, we grouped our property, plahteguipment and projected cash flc
by our traditional telephone network and our wissleetwork. Based on the gross undiscounted oastpflojections, we determined that our
traditional telephone network was not impaired. lduar, we determined that our wireless network, wigimvides personal communications
service ("PCS") in select markets in our local s@narea, was impaired at June 30, 2002. For oulegis network, we then estimated the fair
value using replacement cost. Based on our anath&i®stimated fair value of the wireless asseis lass than our carrying amounts and we
recorded an impairment charge of $825 million adurfe 30, 2002. Replacement cost was determinediby current cost adjusted for
physical deterioration, functional obsolescence ezwhomic obsolescence.

In accordance with SFAS No. 144, the faiue of the impaired assets becomes the new lmsiefounting purposes. As such,
approximately $410 million in accumulated depraoratvas eliminated in connection with the accounfior the wireless assets impairment.
The impact of the impairments
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will reduce our annual depreciation and amortizag@pense by approximately $135 million, effectiudy 1, 2002.
Other asset impairments

Subsequent to the Merger, we also re-eteduall of our assets for potential impairment andertain instances, we concluded that the
fair value of some of our assets were below thairying value. As a result, we recorded an impaitneharge during the year ended
December 31, 2000 of $30 million, writing off thalfcarrying value of certain internal use softwprejects that were abandoned as a result
of the merger.

In connection with the Merger, we evaluabed dedicated special-purpose access lines thé¢age to competitive local exchange
carriers ("CLECs") for potential impairment. Afteonsidering the declining industry conditions aedulatory changes affecting CLECs in
2000, as well as the fact that these access lioetdwno longer generate cash flows, had no altematse, and could not be sold or re-
deployed, we concluded that the fair value of treessets was zero and we recorded an impairmergeb&$191 million in our consolidated
statements of operations, for the year ended Deeefih 2000.

Note 7: Intangible Assets

The components of intangible assets ink®As:

December 31,

2002 2001 2000
Life
Prior to
Adoption of Carrying Accumulated Carrying Accumulated Carrying Accumulated
SFAS No. 14 Cost Amortization Cost Amortization Cost Amortization
(As restated, see Note 3)
(Dollars in millions)
Intangibles with indefinite
lives:
Spectrum license 40years $ 115 $ — $ 111 $ (GE 10C $ (5)
Intangibles with finite lives
Capitalized software and
other 5 years 1,70¢ (542) 1,367 (26¢) 90¢ (2349)
Total intangible asse $ 1817 $ (5420 $ 1,47¢ $ (279 % 1,00¢ $ (239)

We recorded amortization expense of $30Ramiin 2002 for intangibles with finite lives. Bad on the current amount of intangible
assets subject to amortization, the estimated @&atidn for each of the succeeding five years ifolsws:

(Dollars in millions)

2003 $ 361
2004 331
2005 262
2006 161
2007 47

$ 1,16z

I

Adoption of SFAS No. 1«

On January 1, 2002, we adopted SFAS No, WARh requires companies to cease amortizing @goband intangible assets which have
indefinite useful lives. SFAS No. 142 also requittest goodwill and indefinite-lived intangible assbe reviewed for impairment upon
adoption on January 1,
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2002 and annually thereafter, or more often if ¢v@n circumstances warrant. We performed a transit impairment test on our wireless
spectrum licenses and determined their carryingesahre appropriate, and we ceased amortizingiangible assets with indefinite lives on
January 1, 2002. We have not presented net incontestated periods pre-and-post SFAS No. 142 axiops differences are insignificant.

Upon adoption of SFAS No. 142, we reviewsaluseful lives of our amortizable intangible éssprimarily capitalized software and
other, and determined that after restatement, iévenained appropriate. In accordance with SFAS M@, tve will continue to perform
impairment tests on the remaining indefinite-livethngible assets on an annual basis, or more dftarents or changes in circumstances
indicate the assets may be impaired.

Other intangible information

In June 2002, pursuant to SFAS No. 144isudsed in Note 6—Property, Plant and Equipmeatiegorded an asset impairment charge
to other intangible assets with finite lives. Thes#ude impairments related to capitalized compstétware of $34 million, which is includ
in the $825 million wireless asset impairment clearg

We recorded asset impairment charges ofibn and $29 million in 2002 and 2001, respeelyy related to internal software projects
that we terminated, including customer databastesyprojects.

Following the Merger, we reviewed all imtal use software projects in process and deternthecertain projects should no longer be
pursued. Because the projects were incomplete lzemdaned, the fair value of such software was deterd to be zero. Capitalized software
costs of $20 million and $114 million were writtefi in 2001 and 2000, respectively, and reportedss®t impairment charges on our
consolidated statements of operations at the tireg were abandoned. The abandoned projects pnniaeilided a significant billing system
replacement.

Note 8: Assets Held for Sale—Net

We had net assets held for sale of $43anitkis of December 31, 2000. Prior to and during02@ S WEST agreed to sell approxima
800,000 access lines to third-party telecommurooatservices providers, including approximately,B@0 access lines in nine states to
Citizens Communications Company ("Citizens"). Besgathese access lines were "held for sale", U STW4ESpped recognizing depreciation
expense on the related assets and carried thdva kivier of their cost or fair value, less estirdatest to sell.

On July, 20, 2001, we terminated the agergrwith Citizens under which the majority of tlmaining access lines in eight states were
to have been sold and ceased actively marketingethaining access lines. As a result, the remaiagugss lines and related assets were
reclassified to "held and used" as of June 30, 2B0donnection with the change in use and thikassification, the access lines and related
assets were measured individually at the loweheif {(a) carrying value before they were classifischeld for sale, adjusted for any
depreciation expense or impairment losses thatdvieave been recognized had the assets been camdlypwtassified as held and used, or
(b) their fair value at June 30, 2001. This reslitea charge to depreciation expense in 2001 22 $4illion to "catch up" the depreciation on
these access lines and related assets for thalghay were classified as held for sale. The regluitepreciation adjustments to the carrying
value of the individual access lines and relategtswere included in our 2001 consolidated statéwfeoperations.

In 2001, we sold approximately 41,000 asdiges in Utah and Arizona resulting in $94 miflim proceeds and a gain of $51 million. In
2000, we completed the sale of approximately 20di@ss lines
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in North Dakota and South Dakota resulting in peateof $46 million and a gain of $28 million. Indétibn, we recorded a net loss of
$39 million relating to the disposal of other ndrategic assets.

Note 9: Borrowings
Current borrowings

As of December 31, 2002, 2001 and 2000cauent borrowings consisted of:

December 31,

2002 2001 2000

(Dollars in millions)

Commercial pape $ — 3 88¢ $ 587
Shor-term notes — 124 —
Current borrowing—affiliates 1,88¢ 2,29: 1,521
Current portion of lon-term borrowings 1,17¢ 361 23¢
Current portion of capital lease obligations arttko 76 13¢ 144

Total current borrowing $ 3,14:  $ 3,80 $ 2,49

Until February 2002, we maintained commarpaper programs to finance our short-term opsgatash needs. QCII and we had a
$4.0 billion syndicated credit facility ("Credit &ifity"), of which $1.0 billion was designated tg.uAs a result of reduced demand for our
commercial paper programs, we borrowed $1.0 billinder the Credit Facility in the first quarteraif02. During the first quarter of 2002,
also paid down approximately $1.0 billion of ourret borrowings including substantially all of cauwtstanding commercial paper. The
weighted average interest rates on outstanding @uiahl paper borrowings at December 31, 2001 afd 2¢ere 2.59% and 6.85%,
respectively.

In March 2002, we used approximately $1lih of the proceeds from our March 2002 bondeaifig, discussed below, to reduce our

amount outstanding under the Credit Facility tamz€)CIl and QSC amended the Credit Facility in Astgaf 2002. Following the amendme
we are no longer a party to the Credit Facility.

Current borrowings—affiliates representrstterm borrowings on unsecured lines of credié (tAffiliates Lines of Credit") by our
wholly owned subsidiary, Qwest Wireless LLC ("Qwkéreless"), from affiliates that are wholly ownbd QCII. The Affiliates Lines of
Credit mature in January 2005 and have an inteagstof 7.50% per annum. We expect that the masritf these lines of credit will be
extended by our affiliates as necessary. Qwestdation does not guarantee the borrowings of QWéstless.

Long-term borrowings

As of December 31, 2002, 2001 and 2000Jang-term borrowings consisted of the following:

December 31,

2002 2001 2000

(Dollars in millions)

Notes with various rates ranging from 4.375% t®9% anc

maturities from 2002 to 204 $ 6,137 $ 5817 $ 6,17
Unamortized discount and ott (142) (122) (12%)
Capital lease obligations and ot 21 86 19t

Total lon¢-term borrowings $ 6,01¢ $ 5781 $ 6,24i
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At December 31, 2002, 2001 and 2000, weduaplegate principal outstanding of $6.137 billi$5,817 billion and $6.177 billion,
excluding unamortized discounts of $142 million2&Inillion and $125 million, respectively, of unseed notes at interest rates ranging f
4.375% to 9.125% and with maturities from 2002@42 The indentures governing these notes conéatain covenants including, but not
limited to: (i) a prohibition on certain liens dmet assets of Qwest and (ii) a limitation on mergersales of all, or substantially all, of the
assets of Qwest, which limitation requires thaiecessor assume the obligation with regard to thetes. These indentures do not contain
any cross-default provisions. We were in complianith all of the covenants at December 31, 2008luithed in the amounts listed above are
the following issuances:

In March 2002, we issued $1.5 billion imdds with a 10-year maturity and an 8.875% interast At December 31, 2002 the interest
rate was 9.125%. Once we have registered the rthefterest rate will return to 8.875%, the araistated rate. The proceeds from the sale
of the bonds were used to repay approximately Billion on the Credit Facility, short-term obligatis and currently maturing long-term
borrowings.

In June 2000, we issued $1.0 billion inesowith a three-year maturity due 2003 and aneéstemnte of 7.625%.

Our borrowings had the following interestes and maturities at December 31, 2002:

Maturities

Interest rates 2003 2004 2005 2006 2007 Thereafter Total

(Dollars in millions)

Up to 5% $ 5 $ — % — % — 3% — 8 — $ 50
Above 5% to 6% 24 117 41 — 70 32C 572
Above 6% to 7% 43 — 41€ — 90 1,00¢ 1,54¢
Above 7% to 8% 2,95( 75C — — — 1,58¢ 5,28:
Above 8% to 9% — — — — — 25C 25(C
Above 9% — — — — — 1,50C 1,50(
Total borrowings $ 3061 $ 867 $ 457 $ — $ 16C $ 4,65 $ 9,20«
I I I N N
Capital leases and oth 97
Unamortized discount ant
other (142)
Less current borrowing (3,149
Total lon¢-term debt $ 6,01¢
]

Other debt related matters

At September 30, 2003, QCII and its comtadid subsidiaries had total borrowings of $21li®hi Some of these borrowings issued by
QCIl and QSC are secured by liens on the stock@fXompany. As a result, ownership of the stoadkefCompany could transfer if either
QCIl or QSC were to default on its debt obligations

At December 31, 2002, we were in compliarih all provisions and covenants of our borrovein§ome of QSC's loan documents
contain financial reporting covenants that reqdigévery of our annual and quarterly periodic repoA waiver has been obtained for non-
compliance to provide certain annual and quarti@mgncial information to the lenders. The waivetesded the compliance date to provide
the financial information to January 31, 2004.
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Interest

The following table presents the amourgrofss interest, capitalized interest and cashestgraid during 2002, 2001 and 2000:

Year Ended December 31,

2002 2001 2000

(Dollars in millions)

Gross interest expen $ 724 3 65¢ $ 601
Capitalized interes (25) (46) (52
Net interest expens $ 69¢ % 61z % 54¢
| | |
Cash interest pai $ 63 % 60€ $ 541
| | |

Of the cash interest paid shown above, cashest paid to affiliates amounted to $162 miilli$142 million and $87 million for 2002,
2001 and 2000, respectively.

Cross-currency swaps

We occasionally enter into derivative finit instruments. The objective of our interesenask management program is to manage the
level and volatility of our interest expense. Wedalso employed financial derivatives to hedgeifpr currency exposures associated with
certain debt.

Prior to 2000, under a cross-currency swapagreed with another party to exchange U.Sadofbr foreign currency based on a
notional amount, at specified intervals over amkditerm. We designed this cross-currency swaghasige of our borrowings. The cross-
currency swap was tied to the Swiss Franc and Hadl @alue of negative $40 million at December 2@00. Upon adoption of SFAS No. 1
on January 1, 2001, the cross-currency swap wagdat fair value on the consolidated balance tsivéh changes in fair value included in
other comprehensive income (loss) in the consaitiatatement of stockholder's equity. The croseeogy swap expired in November 2001
when the Swiss Franc borrowing matured.

We were exposed to, but did not incur,ésssom non-performance by counter-parties on tdesgative financial instruments.
Credit ratings

QCIl and Qwest affiliate credit ratings wdowered by Moody's Investor Services ("Moody'Standard and Poor's ("S&P") and Fitch
Ratings ("Fitch") on multiple occasions during 2008e table below summarizes our ratings as of Bes 31, 2002 and 2001. The
December 31, 2002 ratings are still in effect astesent ratings of long-term debt.

December 31,

2002 2001
Moody's Ba3 A2
S&P B- BBB+
Fitch B A

With respect to Moody's, a Ba rating isgad to have speculative elements, meaning thdtthee of the issuer cannot be considered to
be well-assured. According to Moody's, often thetg@etion of interest and principal payments mayéxy moderate, and thereby not well
safeguarded during both good and bad times. Th2,'3", modifiers show relative standing within thejor categories, 1 being the highest, or
best, modifier in terms of credit quality.
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With respect to S&P, any rating below BBlicates that the security is speculative in natticeording to S&P, a B- rating indicates
that the issuer currently has the capacity to ntedéhancial commitment on the obligation, but atke business, financial or economic
conditions will likely impair the issuer's capacagywillingness to meet its financial commitmenttbe obligation.

With respect to Fitch, any rating below BBRonsidered speculative in nature. Accordingitoh, a B rating is considered below BBB
and is highly speculative, meaning that significenedit risk is present, but a limited margin dieta remains. Financial commitments are
currently being met; however, capacity for contahpayment is contingent upon a sustained, favotald@ess and economic environment.

Debt ratings by the various rating agenoéfiect each agency's opinion of the ability af thsuers to repay debt obligations as they ¢
due. In general, lower ratings result in higherbaing costs and/or impaired ability to borrow. écsrity rating is not a recommendation to
buy, sell or hold securities and may be subjecttision or withdrawal at any time by the assigniating organization.

Given these current credit ratings, asdatzove, our ability to raise additional capitatianacceptable terms and conditions may be
negatively impacted. In addition, changes to QCHtegs would likely affect our credit ratings.

Note 10: Other Financial Information
Accrued expenses and other current liabiliti
Accrued expenses and other current ligdslitonsisted of the following:

December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Accrued interes $ 14C $ 87 $ 77
Employee compensatic 16& 18¢ 245
Current portion of state regulatory and legal liéibs 182 15€ 192
Accrued property taxes and other operating ti 357 35¢ 35¢
Other 55 43 57

Total accrued expenses and other current lialsi $ 89¢ $ 83z $ 931

| | |
Deferred credits and othe

Deferred credits and other principally irt®s unamortized investment tax credits, other-teng liabilities—affiliates and rental
obligations. Related party transactions are malg fliscussed in Note 16—Related Party Transactions

Note 11: Employee Benefits
Pension, posretirement and other post-employment benefits

Our employees participate in the QCII penspost-retirement and other post-employment lieplains. The amounts contributed by us
are not segregated or restricted to pay amountsodogr employees and may be used to provide lsriefother employees of QCII or its
affiliates. The plan administrator allocates thetad pension and post-retirement health care iéméhsurance benefits and required
contributions to us. The allocation is based upopleyee demographics of our employees comparelll tioearemaining participants. For
further discussion of the QCII pension, post-ratieet and other post-employment benefit plans pleasg¢he 2002 QCII Form 10-K.
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In accordance with SFAS No. 132, "EmployBisclosures about Pensions and Other PostretiteBenefits,” we are required to
disclose the amount of our contributions to QClatige to the QCII pension, post-retirement anceofost-employment benefit plans. No
pension funding was required in 2002, 2001 or 28@das of December 31, 2002, as the fair valueeéssets in the qualified Pension Trust
exceeded the accumulated benefit obligation ofjtreified Pension Plan. In addition, we did not malky contributions to the post-
retirement healthcare or life trusts in 2002 or 2atbwever, we did contribute $16 million to thespeetirement healthcare trust in 2000.

Our allocated pension credits for 2002,12286d 2000 were $160 million, $279 million and $25idion, respectively. Our allocated
post-retirement benefit costs for 2002, 2001 ar@D2Bere $107 million, $12 million and $14 milliorespectively. These allocated amounts
represent our share of the pension credits andrptisgment benefit costs based on the actuaritgtgrmined amounts.

For 2002, 2001 and 2000, the net pensieditcallocated to cost of sales was $30 milliorB&nillion and $166 million, respectively.
For 2002, 2001 and 2000, the net pension creditaed to SG&A was $23 million, $81 million and $Mdlion, respectively.

Other benefit plans
401(k) plan

QCII currently sponsors a defined contritautenefit plan covering substantially all managetrand occupational (union) employees.
Under this plan, employees may contribute a peaggnof their annual compensation to the plan wetain maximums, as defined by the
plan, and by the Internal Revenue Service. Cuyentt match a percentage of employee contribuiio3Cll common stock. As of
December 31, 2002, the assets of the plan inclagptoximately 84 million shares of QCll common &tas a result of the combination of
our employer match and participant directed coutiims. We made cash contributions in connectidh wiir 401(k) plans of $5 million,
$59 million and $77 million for 2002, 2001 and 20@&spectively. In addition, QCII, on our behalade contributions of QCII common
stock valued at $44 million in 2002. QCII did noake any contributions of QCII common stock on oenddf in 2001 or 2000.

Deferred compensation plans

QCII sponsors several deferred compensatims for a select group that includes certaiousfcurrent and former management and
highly compensated employees, certain of whichbaen to new participants. Participants in thesagpfaay, at their discretion, invest their
deferred compensation in various investment charegading QCII's common stock.

Our portion of QCII's deferred compensatdtigation is included on our consolidated balasiveet in deferred credits and other. The
allocation of deferred compensation by QCII is loage our participant balances. Investment earniagsinistrative expenses, changes in
investment values and increases or decreases defered compensation liability resulting from ngas in the investment values are
recorded in our consolidated statement of operati®ur portion of QClI's deferred compensationilighas of December 31, 2002, 2001 ¢
2000 was $6 million, $12 million and $18 milliorspectively. Our portion of QCII's deferred compimn plans' assets were $4 million and
$13 million at December 31, 2001 and 2000, respelgti and are included in other long-term assettherconsolidated balance sheets.

Note 12: Stock Incentive Plans
Stock options

Our employees participate in the QCII ergplostock incentive plans. Prior to the Mergeragepted stock plans under which we could
grant awards in the form of stock options, stock
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appreciation rights, restricted stock and phantoitspas well as substitute stock options andintstt stock awards. In connection with the
Merger, all outstanding options of U S WEST issp&dr to the Merger announcement were immediatekted. Options granted after the
Merger announcement date continue to vest accotditige vesting requirements in the plan.

QCIlI's stock incentive plans, in which @amnployees participate, are accounted for usingnthi@sic-value method under which no
compensation expense is recognized for optiongeulao employees with a strike price that equalsxaeeds the value of the underlying
security on the measurement date. In certain instarthe strike price has been established prittretoneasurement date, in which event any
excess of the stock price on the measurement datdlme exercise price is recorded as deferred eosgiion and amortized over the service
period during which the stock option award vestadcordance with FIN No. 28. We recorded stocleba®mpensation expense of
$2 million, $6 million and $87 million in the yeaemnded December 31, 2002, 2001 and 2000, resplgctiar further discussion of QCII
employee stock incentive plans see the QCIl 200hH®D-K.

QCII charges us for stock option compesatixpense through a contribution to common stoclkfir share of the deferred
compensation expense.

Employee stock purchase pl

Our employees participate in the QCIl Engpl® Stock Purchase Plan ("ESPP"). Under the tefied=SPP, eligible employees may
authorize payroll deductions of up to 15% of thxise compensation, as defined, to purchase QGitisnon stock at a price of 85% of the
fair market value of the stock on the last tradilag of the month in which the stock is purchased.

Note 13: Stockholder's Equity
Common stock (no par value)

We have one share of issued and outstamdimgnon stock owned by QSC.
Transfer of assets and other transfers with QSC

In the normal course of business, we tema$sets to and from QSC. It is our policy to rét¢hese asset transfers as contributions or
distributions, based on carrying values. Duringytear ended December 31, 2000, net assets wesdanaed to QSC with a combined
carrying value of $233 million, including an invesnt carried at $220 million, which had associaecumulated comprehensive income of
$210 million. QSC transferred to us $87 millionateld to stock compensation as well as pensiontsrefi$6 million during 2000. We
transferred net assets to QSC of $8 million in 2@dring 2002 QSC transferred to us $10 milliomef assets, $16 million of tax benefits on
stock options, and $2 million for stock compengatio

Dividends

We declared cash dividends to QSC of $8Ditom $1.407 billion and $902 million during 2002001 and 2000, respectively. We paid
cash dividends of $1.915 billion and $821 million2002 and 2000 respectively. The dividend paymetde during 2000 include
$396 million from 1999. At December 31, 2002 we B&@4 million in dividends payable.

Accumulated other comprehensive income (I

During the year ended December 31, 200@avesferred, at our carrying value, marketable Sges designated as available-for-sale to
QScC.

89




Contested liability trust

We have established a contested liabilitgtt or grantor trust, related to the paymentesfain contingent obligations. The assets in the
trust set aside for payments of these contingeraeisiot legally restricted. During 2000, the tnuas funded with a contribution of a note
receivable of $286 million.

Note 14: Income Taxes
The components of the income tax provisimnas follows:

Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)
(Dollars in millions)

Current tax provision:

Federa $ 464 % 15 $ 30t
State and loce 51 16 31
51¢ 16¢ 33€

Deferred tax (benefit) provision:
Federa (20 57C 313
State and loce (6) 99 54
(26) 66¢ 367
Provision for income taxe $ 48¢ % 83¢ $ 708

The effective tax rate differs from thetstary tax rate as follows:

Year Ended December 31,

2002 2001 2000

(As restated,
see Note 3)

(in percent)

Federal statutory income tax r 35.(% 35.(% 35.(%
State and local income ta—net of federal effec 2.3 3.3 3.4
Tax on sale of appreciated investment transfelrg@3SC — — 4.5
Other 0.t (1.0 (0.2
Effective income tax rat 37.&% 37.%% 42.1%
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The components of the net deferred taviliis are as follows:

December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Property, plant and equipme $ (2,627 $ (254 $ (2,029
State deferred tax—net of federal effec (320 (308 (249)
Other (119 (92) (200
Total deferred tax liabilitie (3,067 (2,947 (2,379
Pos-retirement benefits, net of pensi 66C BV 633
Unamortized investment tax cre 44 47 54
State deferred tax—net of federal effec 10€ 92 104
Bad debi 77 28 16
Other 12€ 137 191
Total deferred tax asse $ 101: % 877 $ 99¢
Net deferred tax liabilitie $ (2,04¢) $ (2,069 $ (1,37¢)

In 2000, we transferred an appreciatedstment at its carrying value of $220 million netastumulated other comprehensive incom
$210 million to QSC. The taxable unrealized gairtransfer of $210 million triggered additional imae tax expense of $82 million which is
recorded in our consolidated statement of operation

We paid $646 million, $523 million and $3®#llion to QCII, through QSC, for income taxes2@02, 2001 and 2000, respectively. At
December 31, 2002 and 2001, we had prepaid tax®355 million and $219 million to QCII, through QS@spectively.

We had unamortized investment tax credigl@5 million, $135 million and $154 million as Biecember 31, 2002, 2001 and 2000,
respectively, included in Deferred Credits and ©theour consolidated balance sheets. These caaditamortized over the life of the related
asset. Amortization of investment tax credits dd $illion, $19 million and $7 million are includewd the provision for income taxes for the
years ended December 31, 2002, 2001 and 2000 ctespe. At the end of 2002, we had $13 million (®dlion, net of federal income tax)
state investment tax credit carryforwards that exipire between 2009 and 2016, if not utilized. €agyforwards do not include
approximately $1 million of state investment tagdit carryforwards that were sold in 2003, as afldwy state law.

In accordance with SFAS No. 109, "Accougtiar Income Taxes", we have performed an evalnaifoour deferred tax assets. It is our
opinion that it is more likely than not that theeteed tax assets will be realized and should eatgluced by a valuation allowance.

Note 15: Contributions to QCIlI Segments

Our operations are integrated into andpare of the segments of the QCII consolidated grdine chief operating decision maker
("CODM") for QCII makes resource allocation decigand assessments of financial performance fardhsolidated group based on
wireline, wireless and other segmentation. For miafiemation about QCII's reporting segments, $&eQCIl 2002 Form 10-K. Our business
contributes to the segments reported by QCII, lhetQCIll CODM reviews our financial information orityconnection with this filing.
Consequently, we do not provide discrete finanaf@rmation for Qwest Corporation to a CODM on gutfar basis. However, for reporting
purposes only, we have separated our operatingtadifor all periods presented, into segmenta manner consistent with the consolidated
segment results regularly reviewed by QCII's COOMis segment presentation excludes affiliate reeeand expenses that are eliminated in
consolidation by QCII.
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Revenue and expenses are based on thedfypesducts and services described below. Dirdatinistrative costs include sales,
customer support, collections and marketing. Irieglministrative costs such as finance, infornmatéchnology, real estate, legal, marke
services and human resources are included in tiez seérvices operating expenses. QCIll manage®aotdidministrative services costs
centrally; consequently, these costs are not dkalce wireline or wireless services. Similarlypdeciation, amortization, interest expense,
interest income and other income (expense) arallomated to either wireline or wireless servicpsrating expenses.

Wireline services include revenue from pinavision of voice services and data and Interastises. Voice services consist of local v¢
services (such as basic local exchange servicéshing services, custom calling features, enhanoéck services, operator services, public
telephone services, collocation services and reagfrom the sales of customer premises equipm€&mE")); IntraLATA longdistance voic
services (long-distance services within our loeaViee area); and access services (which are ghymanolesale switched access services).
Access services revenue is generated principaliy tharges to interexchange carriers ("IXCs") uiee of our local network to connect their
customers to their long-distance networks. An 1X@ itelecommunications company that provides lastgace services to end-users by
handling calls that are made from a phone exchangee local access transport area ("LATA"), tceanhange in another LATA or between
exchanges within a LATA. Data and Internet servioetude data services (such as traditional priliatss, wholesale private lines, integrated
services digital network, frame relay, asynchronmassfer mode and related CPE) and Internet sss\{guch as digital subscriber line,
Internet dial access, professional services arde@ICPE). Depending on the product or servicehased, a customer may pay an up-front
fee, a monthly fee, a usage charge or a combinafitimeese fees and charges.

Our wireless services are provided throogihwholly owned subsidiary, Qwest Wireless, whiciids 10 Megahertz licenses to provide
PCS in most markets in our local service area. ¥iér wireless services to residential and busimessomers providing them the ability to
use the same telephone number for their wirelesaghs for their home or business phone. In Aug@@8, we entered into a services
agreement with a subsidiary of Sprint Corporatit8p(int") that allows us to resell Sprint wirelessvices, including access to Sprint's
nationwide PCS wireless network, to consumer arsihiess customers, primarily within our local seevézea. In the third quarter of 2003 we
reviewed the carrying value of our wireless asaatsdetermined that they were impaired. Accordingly recorded a charge of $230 million
to our consolidated statements of operations. Ste NB—Subsequent Events.

We intend to transfer ownership of Qwestaldiss to an affiliate in the near future. Aftasttransfer, we will no longer have significant
wireless operations. This transfer will take plasesoon as we have received all necessary regukgiprovals, perhaps as early as the first
quarter of 2004.

Other services revenue is predominateliwddrfrom subleases of some of our unused reaecatsets, such as space in our office
buildings, warehouses and other properties. Owratarvices expenses include unallocated corpexgenses for functions such as finance,
information technology, real estate, legal, marigervices and human resources, which QCII céntreinages.
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The revenue and expenses shown below areeddrom transactions with external customers.

Operating revenue
Wireline service:
Wireless service
Other service

Total contribution to QCIl segment rever

Operating expense
Wireline service:
Wireless service
Other Service

Total contribution to QCIl segment expen

Contribution to QCIl segment income (los
Wireline service:
Wireless service
Other service

Total contribution to QCIl segment incor
Capital expenditure:
Wireline
Wireless

Other

Total contribution to QCII capital expenditur
Non-cash investing activitie

Total contribution to QCII cash capital expendit
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For the Year Ended December 31,

2002

$ 10,79
694

16

$  11,50¢
|
$ 3,03z
502

90E

$ 4,43¢
|
$ 7,76¢
197

(88¢

$ 7,06€
|
$ 1,41(
55

382

$ 1,84¢
(29

$ 1,82¢
|

2001

2000

(As restated, see Note 3)

(Dollars in millions)

$ 11,46
68¢

12

$  12,16¢
|
$ 3,42¢
722

76¢

$ 4,91¢
|
$ 8,041
(39)

(756)

$ 7,25(
|
$ 3,60¢
31C

645

$ 4,56:
(58)

$ 4,50¢
|

$ 11,32:
42z

3

$ 11,747
|
$ 3,57¢
481

1,13(

$ 5,18¢
|
$ 7,742
(59)

(1,129

$ 6,55¢
|
$ 3,714
321

82¢

$ 4,85¢
(25€)

$ 4,60(C
|




The following table reconciles the segniafdrmation to net income for the years ended Ddwm31, 2002, 2001 and 2000:

For the Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Total contribution to QCII segment incor $ 7,06¢€ $ 7,25( $ 6,55¢
Add:
Affiliate revenue 411 36¢€ 337
Deduct:
Affiliate expense: 1,67(C 1,35¢ 1,11z
Depreciatior 2,65¢ 2,90z 2,311
Intangible assets amortizati 30z 191 111
Asset impairment chargs 82¢ 49 338
Restructuring and other char—net 49 212 —
Merger-related credits (charge—net (30 12C 813
Total other expen—net 70€ 544 56€
Income tax provisiol 48¢ 83¢ 703
Cumulative effect of change in accounting principlet of taxe: — — 41
Net income $ 80t $ 1,407 $ 902
I I I

Note 16: Related Party Transactions

We purchase services from our affiliateshsas marketing and advertising, information tetbgy, product and technical services as
well as general support services. We provide toaffiitates telephony and data services, wirelegb@ther services.

Our affiliates provide services and alsotcact services from third parties on our behalfthe latter case the third parties bill our
affiliates who in turn charge us for our respecghare of these third party expenses. Our affgiatearge us for services rendered by their
employees applying a fully distributed costs ("FP@iethodology. FDC rates are determined using nug@lary rates including factors for
taxes, employee benefits, including stock basedoemsation, facilities and overhead costs. Thesgysedtes are charged to us based on |
worked or charges are allocated to us based anasts.

We charge our affiliates based on tariffees for telephony and data services. We bill gitiag third party rates for wireless services
and for other services we bill either FDC or mariedés.

We describe in further detail below thevgars provided by our affiliates.
Marketing, Sales and Advertisil

Marketing, sales and advertising, whichpguppreparation for joint marketing of our sendcnclude the development of marketing and
advertising plans, sales unit forecasts, marketaned, sales training and compensation plans.

Information Technology Servic

Information technology services primaritgliude the labor cost of developing, testing anplémenting the system changes necessary tc
support order entry, provisioning and billing of\dees, as well as the cost of improving, maintagnand operating our shared internal
communications networks.
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Product and Technical Servic

Product and technical services relatedtedasting demand volumes and developing plansidroeatwork utilization and optimization,
developing and implementing plans for overall preddievelopment, provisioning and customer care.

General Support Services

General support services include legalyl@gry, general finance and accounting, tax, hureanurces and executive support.
Other

This category includes the costs of misecabus services such as rental of office spaceumment and communications services.

Included in our consolidated statementpdrations and balance sheets are the following:

Year Ended December 31,

2002 2001 2000

(As restated, see Note 3)

(Dollars in millions)

Revenue—affiliates $ 411  $ 36 % 337
Cost of sale—affiliates $ 38C % 337 % 35€
SG&A—affiliates $ 1,29C $ 1,01¢ $ 757
Interest expen—nei—affiliates $ 156 % 147 % 92
Accounts receivab—affiliates $ 12 % 77 % 90
Prepaid income tax—QSC $ 258 % 21¢ —
Current borrowing—affiliates $ 188 $ 229: $ 1,521
Accounts payab—affiliates $ 331 % 271 3 311
Income taxes payat—QSC — — % 13z

Long-term liabilities—affiliates are inclad in deferred credits and other and are not censiimaterial to the financial statements.
Other long-term liabilities are more fully describi@ Note 10—Other Financial Information.

Note 17: Commitments and Contingencies
Commitments
Future contractual obligation

The following table summarizes our futuostractual cash obligations, excluding interespfd@ecember 31, 2002:

Payments due by period

Future Contractual Cash Obligations Total Year 1 Year 2 Year 3 Year 4 Year 5 Thereafter

(Dollars in millions)

Borrowings (Note —Borrowings) $ 9,20« $ 3,061 $ 867 $ 457 $ — $ 16C $ 4,65:
Capital lease obligations and ot 11C 83 15 3 1 1 7
Operating lease 1,22¢ 158 143 138 101 91 603
Purchase commitment obligatio 28C 232 22 6 1 — 19

Total future contractual cash obligatic  $ 10,81¢ $ 353t $ 1047 $ 59 $ 10z $ 252 $ 5,282
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Capital leases

We lease certain office facilities and @moént under various capital lease arrangement&té\asquired through capital leases during
2002, 2001 and 2000 were $16 million, $58 milliow 263 million, respectively. Assets recorded urdgitalized lease agreements
included in property, plant and equipment consiste$243 million, $454 million and $565 million abst less accumulated amortization of
$153 million, $260 million and $243 million at Denber 31, 2002, 2001 and 2000, respectively.

The future minimum payments under capéabkks as of December 31, 2002 are reconciled twoogplidated balance sheet as follows:

(Dollars in millions)

Total minimum payment $ 11C
Less: amount representing inter (13
Present value of minimum payme 97
Less: current portio (76)
Long-term portion $ 21

I
Operating leases

Certain office facilities, real estate aglipment are subject to operating leases. Wehalge easement (or right-of-way) agreements
with railroads and public transportation authositipat are accounted for as operating leases.dkprnse, net of sublease rentals, under thest
operating leases was $287 million, $318 million 33 million during 2002, 2001 and 2000, respetyivMinimum operating lease
payments have not been reduced by minimum subteasals of $44 million due in the future under reamcelable subleases. In 2002, 2001
and 2000, contingent rentals representing theréifiee between the fixed and variable rental paysn@ate not material.

Purchase commitment obligatio

We have purchase commitments with CLECEdXnd third-party vendors that require us to npE§enents to purchase network
services, capacity and telecommunications equipmeémiarily through December 31, 2006. These commitis require us to maintain
minimum monthly and/or annual billings, in certaizmses based on usage. We believe we will meetimiimam payment commitments. In t
unlikely event that the requirements are not metwall record the appropriate charges.

Letters of credi
At December 31, 2002, the amount of lettérsredit outstanding was $3 million and we did have any outstanding guarantees.
Contingencies

Throughout this section, when we refer tdaas action as "putative" it is because a classleen alleged, but not certified in that matter.
Until and unless a class has been certified by thet, it has not been established that the nartaatiffs represent the class of plaintiffs they
purport to represent. When we refer to a derivadistion as "purported,” it is because the plaitifiéges that he or it has brought the claim on
our behalf and the court has not yet ruled thattiraplaint meets the requirements for a propenédtvie case.
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Legal proceedings involving Qwe
Securities action

On June 27, 2002, a putative class actias filed in the District Court for the County of @der against us, QCII, The Anschutz Family
Investment Co., Philip Anschutz, Joseph P. Nacahib Robin R. Szeliga on behalf of purchasers ofl®6tock between June 28, 2000 and
June 27, 2002 and owners of U S WEST stock on 28n2000. The complaint alleges, among other thitigg QCII and the individual
defendants issued false and misleading statemedtsrayaged in improper accounting practices inra@accomplish the U S WEST merc
to make QCII appear successful and to inflate Higevof QCII's stock. The complaint asserts claimder Sections 11, 12, 15 and 17 of the
Securities Act of 1933, as amended (the "1933 Adtie complaint seeks unspecified monetary damaliggorgement of illegal gains and
other relief. On July 31, 2002, the defendants nerddhis state court action to federal districtrtdu Colorado and subsequently moved to
consolidate this action with the consolidated siéiegraction identified below. The plaintiffs har@ved to remand the lawsuit back to state
court. Defendants have opposed that motion, whigiending before the court.

Regulatory matters

On February 14, 2002, the Minnesota Depamntrof Commerce filed a formal complaint againswith the Minnesota Public Utilities
Commission alleging that we, in contravention afdial and state law, failed to file interconnectammeements with the Minnesota
Commission relating to certain of our wholesaleteuers, and thereby allegedly discriminated agaitistr CLECs. On October 21, 2002,
the Minnesota Commission adopted in full a propbyan administrative law judge that we committédrlividual violations of federal law
by failing to file, as required under Section 252h& Telecommunications Act of 1996, 26 distinaipsions found in 12 separate agreem
with individual CLECs for regulated services in Masota. The order also found that we agreed tage@nd did provide to McLeodUSA
Incorporated ("McLeod") and Eschelon Telecom, [iEschelon") discounts on regulated wholesale ses/of up to 10% that were not made
available to other CLECs, thereby unlawfully distinating against them. The order found we alsocatéa state law, that the harm caused by
our conduct extended to both customers and coropgtind that the damages to CLECs would amouwsgveral million dollars for
Minnesota alone.

On February 28, 2003, the Minnesota Comnisissued its initial, written decision imposirigds and penalties, which was later revised
on April 8, 2003 to include a fine of nearly $26llinh and ordered us to:

. grant a 10% discount off all intrastate Minnesotolgsale services to all carriers other than Eschehd McLeod; this
discount would be applicable to purchases madédset carriers during the period beginning on Novamb, 2000 and
ending on May 15, 2002;

. grant all carriers other than Eschelon and McLeodtimy credits of $13 to $16 per UNE-P line (subjeccertain offsets)
during the months of November 2000 through Febr@afi;

. pay all carriers other than Eschelon and McLeodthigreredits of $2 per access line (subject toaieroffsets) during the
months of July 2001 through February 2002; and

. allow CLECs to opt-in to agreements the Minnesaan@ission determined should have been publiclgfile

The Minnesota Commission issued its finalften decision imposing penalties described abtmvday 21, 2003. The Minnesota
Commission decision would require a penalty payneiite state of approximately $26 million and pawys of carrier credits of
approximately $18 million. Of the $18 million, alic&8 million has been released by the carriersaimkbuptcy proceedings. On June 19, 2
we appealed the Minnesota Commission's ordersettJttited States District Court for the
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District of Minnesota. On August 25, 2004, the BggtCourt issued its order. The Court affirmed @@mmission's order requiring Qwest to
pay the $26 million penalty. The Court reversed eachted that portion ruling on the credits findihgt the Commission did not have the
authority to order such remedies. The Commissi@ghcanriers have appealed the credit issue to thietBtates Court of Appeals for the
Eighth Circuit, and Qwest has cross-appealed thalpeissue. The appeal is pending.

Arizona, Colorado, New Mexico, Washingttmwa and South Dakota have also initiated formatpedings regarding our alleged falil
to file required agreements in those states. Onzkil 2003, we entered into a settlement with th# sf the Arizona Corporation
Commission to settle this and several other praogsdThe proposed settlement, which must be ajprby the Arizona Commission,
requires that we provide approximately $21 millinrconsideration in the form of a voluntary conttiion to the Arizona State Treasury,
contributions to certain organizations and/or isfracture investments and refunds in the form Ibtbédits to CLECs. On December 1, 20
an administrative law judge issued a recommendeisida denying the proposed settlement. The judiger@commended final orders
requiring us to pay approximately $11 million impéies and to issue credits to CLECs for a 24-im@etiod from October 2000 to
September 2002 equal to 10% of all wholesale itdtaservices performed by us. We plan to file ptioas to the recommended decisions
with the full Arizona Commission. New Mexico hasugd an order providing its interpretation of ttendard for filing these agreements,
identified certain of our contracts as coming witthat standard and opened a separate docket $aleofurther proceedings. Colorado has
also opened an investigation into these matterslube 26, 2003, we received from the Federal Conmations Commission ("FCC") a lett
of inquiry seeking information about these mattéve. submitted our initial response to this inquiryJuly 31, 2003. The proceedings and
investigations in New Mexico, Colorado and Washimgand at the FCC could result in the impositiofireés and other penalties against us
that could be material. lowa and South Dakota ltaveluded their inquiries resulting in no impositiof penalties or obligations to issue
credits to CLECs in those states.

llluminet, Inc. ("llluminet"), a traffic agregator, and several of its customers have fitgdptaints with regulatory agencies in Idaho,
Nebraska, lowa, North Dakota and New Mexico, atigghat they are entitled to refunds due to ouppried improper implementation
tariffs governing certain signaling services wevie in those states. The commissions in IdahoNetataska have ruled in favor of llluminet
and awarded it $1.5 million and $4.8 million, respeely. We sought reconsideration in both statdsch was denied, and subsequently
perfected appeals in both states. The proceedinieiother states and in states where lllumingtioa yet filed complaints could result in
agency decisions requiring additional refunds.

We have other regulatory actions pendinigdal regulatory jurisdictions, which call for pe decreases, refunds or both. These actions
are generally routine and incidental to our busnes

Other matters

From time to time we receive complaints Bedome subject to investigations regarding "slamgfh{the practice of changing long-
distance carriers without the customer's cons&er@mming"” (the practice of charging a consumemfoods or services that the consumer has
not authorized or ordered) and other sales practiderough December 2003, we resolved allegatiodscamplaints of slamming and
cramming with the Attorneys General for the statledrizona, Colorado, Idaho, Oregon, Utah and Wagtan. In each of those states, we
agreed to comply with certain terms governing @les practices and to pay each of the states bet$280,000 and $3.75 million. On
December 11, 2003, we received a request for irdtiom from the FCC related to changes in certagtarners' preferred carriers for
interLATA or intraLATA long distance service. We snhecome subject to other investigations or compdan the future, and any such
complaints or investigations could result in furtlegal action and the imposition of fines, peraltor damage awards.
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We are subject to a number of environmeamigtters as a result of our prior operations asqfahe Bell System. We believe that
expenditures in connection with remedial actiondaurthe current environmental protection laws tateel matters will not be material to our
business or financial condition.

Legal proceedings involving QC

QCll is involved in several investigatiosecurities actions and other matters that, ifluesbagainst QCII, could have a material adv
effect on our business and financial condition.SEhmatters are more fully described below.

Investigations

On April 3, 2002, the Securities and Exa®@ommission ("SEC") issued an order of invesigathat made formal an informal
investigation of QCII initiated on March 8, 2002CQ s continuing in its efforts to cooperate fullyith the SEC in its investigation. The
investigation includes, without limitation, inquiiyto several specifically identified QCII accourgipractices and transactions and related
disclosures that are the subject of the variousstiients and restatements described in the QCH EBm 10-K. Some of those accounting
practices and transactions and related disclosusesare the subject of various adjustments andtegsents described in this Form 10-K. The
investigation also includes inquiry into disclosarel other issues related to transactions betw@&@hapd certain of its vendors and certain
investments in the securities of those vendorsitividuals associated with QCII.

On July 9, 2002, QCII was informed by th&UAttorney's Office for the District of Coloradba criminal investigation of its business.
QCIl believes the U.S. Attorney's Office is invegstiing various matters that include the subjecth®finvestigation by the SEC. QCIl is
continuing in its efforts to cooperate fully withet U.S. Attorney's Office in its investigation.

During 2002, the United States Congresd hebrings regarding QCIl and matters that arelairto those being investigated by the SEC
and the U.S. Attorney's Office. QCII cooperatedyfwith Congress in connection with those hearings.

While QCII is continuing in its efforts tmoperate fully with the SEC and the U.S. Attoreeffice in each of their respective
investigations, QCII cannot predict the outcoméhoke investigations. QCII has engaged in discassidth the SEC staff in an effort to
resolve the issues raised in the SEC's investigatidt. Such discussions are preliminary and Qahnot predict the likelihood of whether
those discussions will result in a settlement #n&h, the terms of such settlement. However, essitints typically involve, among other thir
the SEC making claims under the federal secutliés in a complaint filed in United States Disti@burt that, for purposes of the settlem
the defendant neither admits nor denies. Were asgitlement to occur, QCII would expect such ciimaddress many of the accounting
practices and transactions and related discloshatsre the subject of the various restatements IS made as well as additional
transactions. In addition, any settlement with$&C may also involve, among other things, the intjposof a civil penalty, the amount of
which could be material, and the entry of a coutteo that would require, among other things, th&tl@nd its officers and directors comply
with provisions of the federal securities lawsa@svhich there have been allegations of prior violz.

In addition, as previously reported, theC3tas conducted an investigation concerning Q€&#rtaings release for the fourth quarter and
full year 2000 issued on January 24, 2001. Thesel@rovided pro forma normalized earnings infoiomathat excluded certain nonrecurring
expense and income items resulting primarily fro@Ii@ merger with U S WEST. On November 21, 200&, $EC staff informed QCII of i
intent to recommend that the SEC authorize anmetgminst QCII that would allege it should havduded in the earnings release a stater
of its earnings in accordance
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with GAAP. As of January 13, 2004 (the date ofdhiginal filing of this Form 10-K), no action haeén taken by the SEC. However, QCII
expects that if its current discussions with tlefsif the SEC result in a settlement, such setilemwill include allegations concerning the
January 24, 2001 earnings release.

Also, as previously announced in July 2B92he General Services Administration ("GSA"), B8A is conducting a review of all
contracts with QCII for purposes of determiningganet responsibility. On September 12, 2003, we \wiéogmed that the Inspector General
of the GSA had referred to the GSA Suspension/Deéat Official the question of whether QCII (incladius and its other subsidiaries)
should be considered for debarment. QCII has b&emied that the basis for the referral is lastrBaty's indictment against four former
QCII employees in connection with a transactiorhvfite Arizona School Facilities Board in June 2@6il a civil complaint filed the same
day by the SEC against the same former employagstarrs relating to the Arizona School FacilitRsard transaction and a transaction
with Genuity Inc. ("Genuity") in 2000. QCIlI is coepating fully with the GSA and believes that it amée will remain suppliers of the
government; however, if it and we are not allonwethe suppliers to the government, it and we woos lthe ability to expand the services
could provide to a purchaser of telecommunicate®rsices that has historically represented betv2éemand 3% of QCII's consolidated
annual revenue.

Securities actions and derivative actions

Since July 27, 2001, 13 putative classoactiomplaints have been filed in federal distratirt in Colorado against QCII alleging
violations of the federal securities laws. Onelafse cases has been dismissed. By court ordeerttaning actions have been consolidated
into a consolidated securities action, which weréd herein as the "consolidated securities attllaintiffs in the consolidated securities
action name as defendants in the Fourth Consotidateended Class Action Complaint ("the Fourth Cdidsded Complaint”), which was
filed on or about August 21, 2002, QCII, its forn@airman and Chief Executive Officer, Joseph RedNm, its former Chief Financial
Officers, Robin R. Szeliga and Robert S. Woodratffier of its former officers and current directarsl Arthur Andersen LLP. The Fourth
Consolidated Complaint is purportedly brought ohdeof purchasers of QCII's publicly traded setiesi between May 24, 1999 and
February 14, 2002, and alleges, among other ththgsduring the putative class period, QCII andase of the individual defendants made
materially false statements regarding the resdil@Q@II's operations in violation of section 10(l)tbe Securities Exchange Act of 1934
("Exchange Act") that certain of the individual drflants are liable as control persons under se2fita) of the Exchange Act, and that
during the putative class period, certain of ttahirdual defendants sold some of their shares ofi'® €ommon stock in violation of
section 20A of the Exchange Act. The Fourth Comsdéid Complaint also alleges that QCII's finanadallts during the putative class period
and statements regarding those results were fatbenssleading due to the alleged: (i) overstateroénévenue, (ii) understatement of costs,
(iii) manipulation of employee benefits in orderingrease profitability and (iv) misstatement oftag assets and liabilities. The Fourth
Consolidated Complaint further alleges that QCH aartain of the individual defendants violatedt#ecll of the 1933 Act, and that certain
of the individual defendants are liable as conperisons under Section 15 of the 1933 Act by pregaand disseminating false registration
statements and prospectuses for: (1) the regmtrafi897,907,706 shares of QCII's common stodietessued to U S WEST shareholders
dated June 21, 1999, as amended August 13, 1998eptdmber 17, 1999; (2) the exchange of $3.2Bmhidf QCII's notes dated July 12,
2001; and (3) the exchange of $3.75 billion of Q&tiotes dated October 30, 2001. The Fourth Cateteli Complaint seeks unspecified
compensatory damages and other relief. Howevet,deansel for the plaintiffs has indicated thairtiffs will seek damages in the billions
of dollars. On September 20, 2002, both QCII ardintidividual defendants filed motions to dismiss Bourth Consolidated Complaint.
Those motions are currently pending before thetc@m November 4, 2002, lead plaintiffs in the aditated securities action filed a motion
for a temporary restraining order and
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preliminary injunction seeking to enjoin QClI's salf Qwest Dex, Inc. or, in the alternative, togelgéhe proceeds of such sale in a
constructive trust for the benefit of the plairgififhe court denied both motions.

On October 22, 2001, an alleged derivdawesuit was filed in the United States District @odfor the District of Colorado, naming as
defendants each of the then members of QCII's Bafalidrectors ("the Board"), and naming QCII asceninal defendant. The derivative
complaint is based upon the allegations made idnsolidated securities action and alleges, anotimgy things, that the Board members
intentionally or negligently breached their fidugiauties to QCII by failing to oversee implemeirdatof securities laws that prohibit insider
trading. The derivative complaint also alleges thatBoard members breached their fiduciary dutg3Cll by causing or permitting it to
commit alleged securities violations, thus (i) éagst to be sued for such violations, and (ii) gaing it to adverse publicity, increasing its
cost of raising capital and impairing earnings. @ieevative complaint further alleges that cert@imectors sold shares between April 26, 2
and May 15, 2001 using non-public information ab@@ll. On or about October 31, 2001, the courtffiém order consolidating this
derivative lawsuit with the consolidated securitetion. In December 2001, the derivative lawsuswtayed, pending further order of the
court, based on the fact that the merits of thévdgve lawsuit are intertwined with the resolutiohthe consolidated securities action. In
March 2002, plaintiffs filed a first amended detiva complaint. The first amended derivative corimladds allegations relating to the
disclosures of QCIllI's consolidated financial resédom April 2000 through February 2002. On or aldavember 5, 2002, plaintiffs filed a
second amended derivative complaint. The seconahdedecomplaint adds as defendants to the lawst#iodormer officers, including
Robin R. Szeliga, Robert S. Woodruff and othere $ticond amended complaint contains allegatioaddition to those set forth in the prior
complaints, stating, among other things, thatdiain officers and/or directors traded QCII's ktauhile in the possession of inside
information, and (ii) certain officers and/or ditexs caused the restatement of more than $1 biligavenue by concealing improper
accounting practices. Plaintiffs seek, among otaeredies, disgorgement of alleged insider tradiodits. The lawsuit remains stayed.

On March 6, 2002, an alleged derivativedaivwas filed in the District Court for the Citpé County of Denver, naming as defendants
each of the then members of QCII's Board of Dines;toertain former officers of QCII and Arthur Anden LLP. QCIl is named as a nominal
defendant. The derivative complaint is based uperatlegations made in the consolidated secuatiien and alleges that the Board
members intentionally or recklessly breached thidirciary duties to QCII by causing or allowingatissue financial disclosures that were
false or misleading. Plaintiffs seek unspecifiethdges on QCII's behalf against the defendantsu@r2J) 2002, this state court derivative
lawsuit was stayed pending further order of thercdn or about August 1, 2003, the plaintiffs dilan amended derivative complaint, which
does not contain claims against QCII's former efficand Arthur Andersen LLP, but continues to asdeims against the Board defendants.
In the amended complaint, the plaintiffs allegepamother things, that the individual defendan@iedted their duty to implement and
maintain an adequate internal accounting contrstiesy and thus allegedly violated (i) their fidugiauties of loyalty and good faith;

(i) GAAP; and (iii) QCII's Audit Committee's chart (which requires, among other things, that Q@luslit Committee serve as an
independent and objective party to monitor QClhaificial reporting and internal control system)e Bmended complaint also states new
claims against Mr. Nacchio for his alleged breatfiduciary duties. Plaintiffs seek a court ordequiring that Mr. Nacchio disgorge to QCII
all of his 2001 compensation, including salary, imniong-term incentive payouts and stock optitmsaddition, the plaintiffs contend that
Mr. Nacchio breached his fiduciary duties to QGlirtue of his sales of its stock allegedly madag his knowledge of material non-public
information. The plaintiffs seek the impositionatonstructive trust on any profits Mr. Nacchioadbéed by virtue of these sales.
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Since March 2002, seven putative clas®adiits were filed in federal district court inl@@do purportedly on behalf of all participa
and beneficiaries of the Qwest Savings and Investin and predecessor plans ("Plan™), from M&rct099 until the present. By court
order, five of these putative class actions hawnlm®nsolidated, and the claims made by the pifintihe sixth case were subsequently
included in the Second Amended and Consolidatedplam described below and referred to as the "clissted ERISA action”. QCII
expect the seventh putative class action to beotiolased with the other cases since it assertstantially the same claims. The consolidated
amended complaint filed on July 5, 2002, namesésndlants, among others, QCII, several former ancnt directors, officers and
employees of QCII, Qwest Asset Management, the'®lamestment Committee, and the Plan Administee@ommittee of the pre-Merger
QCII 401(k) Savings Plan. Plaintiffs filed a Secofmiended and Consolidated Complaint on May 21, 268&ing as additional defendan
former employee and QCII's Plan Design Committde2 donsolidated ERISA action, which is brought uridle Employee Retirement
Income Security Act ("ERISA"), alleges, among ottiéngs, that the defendants breached fiduciarieduo the Plan members by allegedly
excessively concentrating the Plan's assets imb@s@®ClI's stock, requiring certain participamghe Plan to hold the matching contributi
received from QCII in the Qwest Shares Fund, fgitim disclose to the participants the alleged acting improprieties that are the subject of
the consolidated securities action, failing to stigate the prudence of investing in QCII's stadqtinuing to offer QCII's stock as an
investment option under the Plan, failing to inigete the effect of the U S WEST merger on Plaetasand then failing to vote the Plan's
shares against it, preventing plan participantsifezquiring QCII's stock during certain periods ,aamlagainst some of the individual
defendants, capitalizing on their private knowled§®CII's financial condition to reap profits itosk sales. Plaintiffs seek equitable and
declaratory relief, along with attorneys' fees ansdts and restitution. Plaintiffs moved for clasditication on January 15, 2003, and QCI|I
opposed that motion, which is pending before thetc®efendants filed motions to dismiss on Augst2002. Those motions are also
pending before the court.

On August 9, 2002, an alleged derivativeslait was filed in the Court of Chancery of thet8taf Delaware, naming as defendants each
of the then members of QCII's Board of Directord CII current Chief Financial Officer, Oren G. $ba and naming QCIl as a nominal
defendant. On or about September 16, 2002, an sedarumplaint was filed in the action, naming thesalefendants except Mr. Shaffer,
who is no longer a defendant in the action. A safgaalleged derivative lawsuit was filed in the @ai Chancery of the State of Delaware on
or about August 28, 2002. That lawsuit names asmtaints QCII's former Chairman and Chief Execuddficer, Joseph P. Nacchio, QCII's
former Chief Financial Officer, Robert S. Woodrufirmer Board member, Marilyn Carlson Nelson, aadheof the then members of QCIlI's
Board of Directors and names QCII as a nominalr&dat. On October 30, 2002, these two alleged déviy lawsuits were consolidated, ¢
an amended complaint (the "Second Amended Complauats later filed on or about January 23, 2008l mames as defendants the current
members of QCII's Board of Directors, former Boarember Hank Brown, QCII's former Chief Executivdi€r, Joseph P. Nacchio, and
QCllI's former Chief Financial Officer, Robert Woadfy and names QCII as a nominal defendant. IrStheond Amended Complaint, the
plaintiffs allege, among other things, that thevidbal defendants (i) breached their fiduciaryidsiby allegedly engaging in illegal insider
trading in QCII's stock; (ii) failed to ensure coimpce with federal and state disclosure, antidrand insider trading laws within QCII,
resulting in exposure to it; (iii) appropriated porate opportunities, wasted corporate assetsafidealt in connection with investments in
initial public offering securities through QCllsviestment bankers; and (iv) improperly awarded e payments of $13 million to QCllI's
former Chief Executive Officer, Mr. Nacchio. Theaitiffs seek recovery of incentive compensatidegadly wrongfully paid to certain
defendants, all severance payments made to Mé&seshio and Woodruff, and all costs including legatl accounting fees. Plaintiffs have
also requested, among other things, that the iddalidefendants compensate QCII for any insideliricaprofits. Plaintiffs likewise allege
that QClII is entitled to
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contribution and indemnification by each of theividual defendants. Plaintiffs request that thertoancel all unexercised stock options
awarded to Messrs. Nacchio and Woodruff to whidytivere not entitled, that the defendants retu@@dl all salaries and other
remuneration paid to them by it during the timeytheeached their fiduciary duties, and that thercotder the defendants to enforce policies,
practices and procedures on behalf of QCII desigoetktect and prevent illegal conduct by its erppés and representatives. On March 17,
2003, defendants moved to dismiss the Second Ande@dmplaint, or, in the alternative, to stay théarc That motion is pending before the
court.

On November 22, 2002, plaintiff Stephen @eg IRA Rollover filed a purported derivative lavisin Denver District Court, naming as
defendants each of the then members of QCII's Bafalddrectors, certain of QCII's former officersngchutz Company and QCIl as a
nominal defendant. Plaintiff alleges, among othérgs, that the director defendants breached fitkiciary duties to QCIl and damaged Q
by deliberately in bad faith or recklessly (i) ilmpienting a sham system of internal controls coralyiéhadequate to ensure proper
recognition of revenue; (ii) causing QCII to issakse and misleading statements and financial teswulthe market regarding its earnings,
revenues, business and investments; (iii) expai@y to massive liability for securities fraud; Jidamaging QCII's reputation; and
(v) trading QCII's shares while in possession ofamal, non-public information regarding its triedncial condition. The complaint purports
to state causes of action for breach of fiduciary dgross negligence and unjust enrichment agaorse of QCII's former officers and bre:
of contract and breach of the duty of loyalty/irsitrader trading against several of QCII's foromféicers and former and current directors.
or about January 7, 2003, plaintiff's counsel fieproposed amended complaint, which substitutesaaplaintiff, Thomas R. Strauss, and
adds another former officer as a defendant. Irathended complaint, plaintiff seeks (i) disgorgenwriionuses and other incentive
compensation paid to certain defendants; (ii) diggment of any profits that certain defendants nigdertue of their alleged trading on
material, inside information; and (iii) other daneagBy order dated January 9, 2003, the court piatihe substitution and Strauss became
the plaintiff in this lawsuit under the amended qdaimt.

On December 10, 2002, the California Staachers' Retirement System ("CalSTRS"), filed agéinst QCII, certain of QCII's former
officers and certain of QCII's current directorsl @everal other defendants, including Arthur AndersLP and several investment banks, in
the Superior Court of the State of California i dor the County of San Francisco. CalSTRS allegasthe defendants engaged in fraudt
conduct that caused CalSTRS to lose in excess5ff #fllion invested in QClI's equity and debt séiies. The complaint alleges, among
other things, that in press releases and otheigstisitements, defendants represented that QClbna®f the highest revenue producing
telecommunications companies in the world, witthhigavorable results and prospects. CalSTRS adl¢lgat defendants were engaged,
however, "in a scheme to falsely inflate Qwest&neies and decrease its expenses so that Qwest ampgar more successful than it
actually was." The complaint purported to stateseawf action against QCII for (i) violation of @ainia Corporations Code Section 2540
seq. (securities laws) (seeking, among other dasmdlge difference between the price at which CalSEBd QCII's notes and stock and their
true value); (ii) violation of California Corporatis Code Section 17200 et seq. (unfair competiti@n)fraud, deceit and concealment; and
(iv) breach of fiduciary duty. Among other requebtelief, CalSTRS seeks compensatory, special andiype damages, restitution, pre-
judgment interest and costs. QCII and the individigdendants filed a demurrer, seeking dismissallaflaims. In response, the plaint
voluntarily dismissed the unfair competition cldimt maintained the balance of the complaint. Thetodenied the demurrer as to the
California securities law and fraud claims, butntiissed the breach of fiduciary duty claim again®iiQuith leave to amend. The court also
dismissed the claims against Robert S. WoodruffRolin R. Szeliga on jurisdictional grounds. Orabout July 25, 2003, plaintiff filed a
First Amended Complaint. The material allegaticgraain largely the same, but plaintiff no longeeg#ld claims against Mr. Woodruff and
Ms. Szeliga following the court's dismissal of thaims against them, and
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reasserted its claim against QCII for breach aididry duty as an allegation of aiding and abethirepch of fiduciary duty. QCII filed a
second demurrer to that claim, and on Novembe0@32the court dismissed that claim without leavarnend.

On November 27, 2002, the State of NewedefSreasury Department, Division of InvestmenNdv Jersey"), filed a lawsuit similar to
the CalSTRS action in New Jersey Superior CourtckteCounty. On October 17, 2003, New Jersey filed@mended complaint alleging
among other things, that QCII, certain of QClI'efier officers and certain current directors anchArtAndersen LLP caused QCIlI's stock to
trade at artificially inflated prices by employiimgproper accounting practices, and by issuing falatements about QCII's business, reve
and profits. As a result, New Jersey contendsithiaturred tens of millions of dollars in losséew Jersey's complaint purports to state
causes of action against QCII for: (i) fraud; (§gligent misrepresentation; and (iii) civil consgly. Among other requested relief, New
Jersey seeks from the defendants, jointly and aflyecompensatory, consequential, incidental aumitive damages. On November 17, 2(
QCII filed a motion to dismiss. That motion is pamglbefore the court.

The consolidated securities action, thesobdated ERISA action and the CalSTRS and Neweyastions described above and the ¢
Universities Retirement System of Illinois ("SUR#ttion described in Note 18—Subsequent Eventseptanaterial and significant risk to
QCII. Some of the allegations in these lawsuitduiide many of the same subjects that the SEC andAtt&ney's Office are investigating.
Moreover, the size, scope and nature of QClI'sneastatements of its financial statements faafi 001 and 2000 affect the risks presented
by these investigations and actions, as these ratteolve, among other things, QCII's prior acdinmpractices and related disclosures.
Plaintiffs in certain of the securities actions dalleged QCIllI's restatement of items in suppotheir claims. While QCII intends to defend
against these matters vigorously, the ultimate@utes of these cases are very uncertain, and QEljiga no assurance as to the impacts on
its financial results or financial condition asesult of these matters. Each of these cases ipiieliaminary phase. None of the plaintiffs or the
defendants has advanced evidence concerning possiaverable damages, and QCII has not yet coedidéscovery on these and other
relevant issues. QCII has disclosed that it is lenaestimate reasonably a range of loss thaditivincur if the plaintiffs in one or more of
these lawsuits were to prevail. QCII has engagetisicussions for the purpose of resolving thesearsaand continues to evaluate any
possible range of loss. Any settlement of or judgie® one or more of these claims could be matearad QCII cannot give any assurance
that it would have the resources available to pah gudgments. Also, in the event of an adverseame of one or more of these matters,
QCllI's ability to meet its debt service obligatiarsd its financial condition could be materiallydaadversely affected. As a wholly owned
subsidiary of QCII, our business, operations andrfcial condition would be similarly affected.

Other matters

In January 2001, an amended purported ealetssn complaint was filed in Denver District Cbagainst QCIl and certain current and
former officers and directors on behalf of stocklests of U S WEST. The complaint alleges that Q@H & duty to pay a quarterly dividenc
U S WEST stockholders of record as of June 30, 2B@ntiffs further claim that the defendants @mp¢ed to avoid paying the dividend by
changing the record date from June 30, 2000 to D&y2000. In September 2002, QCII filed a motiondummary judgment on all claims.
Plaintiffs filed a cross-motion for summary judgrhen their breach of contract claims only. On JUly 2003, the court denied both summary
judgment motions

Several purported class actions relatinipéanstallation of fiber optic cable in certaights of way were filed in various courts against
QCII on behalf of landowners in Alabama, Californ@lorado, Georgia, lllinois, Indiana, Kansas, istana, Mississippi, Missouri, North
Carolina, Oregon, South Carolina, Tennessee andsT&€X{ass certification was denied in the Louisiarmeceeding and,
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subsequently, summary judgment was granted inauarf A new Louisiana class action complaint hagméy been filed. Class certification
was also denied in the California proceeding, aitifoplaintiffs have filed a motion for reconsidévat Class certification was granted in the
lllinois proceeding. Class certification has noeébeesolved yet in the other proceedings. The caimisl challenge QCII's right to install its
fiber optic cable in railroad rights-of-way and,@wlorado, lllinois and Texas, also challenge QQitht to install fiber optic cable in utility
and pipeline rights-of-way. In Alabama, the complaihallenges QCII's right to install fiber optialde in any right-of-way, including public
highways. The complaints allege that the railroatifities and pipeline companies own a limited gedy right-ofway that did not include tt
right to permit QCII to install its fiber optic cktoon the plaintiff's property. The Indiana actimrports to be on behalf of a national class of
landowners adjacent to railroad rights-of-way owbiich QCII's network passes. The Alabama, Calir@olorado, Georgia, Kansas,
Louisiana, Mississippi, Missouri, North CarolinaseQon, South Carolina, Tennessee and Texas agiopsrt to be on behalf of a class of
such landowners in those states, respectively Iliheis action purports to be on behalf of lande@ws adjacent to railroad rights-of-way over
which QCII's network passes in Illinois, lowa, Kecky, Michigan, Minnesota, Nebraska, Ohio and Wisto. Plaintiffs in the lllinois action
have filed a motion to expand the class to a nafida class. The complaints seek damages on theafrtesspass and unjust enrichment, as
well as punitive damages. Together with some obther telecommunication carrier defendants, int&aper 2002, QCII filed a proposed
settlement of all these matters in the United StBistrict Court for the Northern District of Iliais. On July 25, 2003, the court granted
preliminary approval of the settlement and enteredrder enjoining competing class action claimsgept those in Louisiana. The settlement
and the court's injunction are opposed by somenbuall, of the plaintiffs' counsel and are on eglfbefore the Seventh Circuit Court of
Appeals. At this time, QCII cannot determine whethech settlement will be ultimately approved a fimal cost of the settlement if it is
approved.

Note 18: Subsequent Events
Contingencies

On January 10, 2003, SURSI filed a lawsiatilar to the CalSTRS and New Jersey lawsuith@nQircuit Court of Cook County, Illino
SURSI filed suit against QCII, certain of QCII'srfwer officers and certain current directors, ances other defendants, including Arthur
Andersen LLP and several investment banks. On @ct®®, 2003, SURSI filed a second amended compl@iapping (i) certain individual
and corporate defendants and (ii) its claim underiflinois Consumer Fraud and Deceptive Busineastiees Act. The second amended
complaint alleges that defendants engaged in fleatiaonduct that caused it to lose in excess @f3nillion invested in QCII's common
stock and debt and equity securities. The compédiages, among other things that in press releasg®ther public statements, defendants
represented that QCIl was one of the highest rey@noducing telecommunications companies in thddyarith highly favorable results and
prospects. SURSI alleges that defendants were edghgwever, in a scheme to falsely inflate QGHigenues and decrease its expenses by,
among other allegations, improper conduct relatedansactions with the Arizona School FacilitiesaBl, Genuity, Calpoint, KMC,
KPNQwest and Koninklijke KPN, N.V. The complaintrports to state causes of action against QCII ur{gethe lllinois Securities Act;

(i) common law fraud; (iif) common law negligenisrepresentation; and (iv) Section 11 of the 1988 AURSI seeks, among other relief,
punitive and exemplary damages, costs, equitabéd necluding an injunction to freeze or prevemmbsition of the defendants' assets and
disgorgement.

Debt-related matters

On June 9, 2003, we completed a senior keamin two tranches for a total of $1.75 billiprincipal amount of indebtedness. The term
loan consists of a $1.25 billion floating rate tha, due in 2007, and a $500 million fixed ratadree, due in 2010. The term loan is
unsecured and ranks equally
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with all of our current indebtedness. The floatiate tranche cannot be prepaid for two years amcb#iter is subject to prepayment premi
through 2006. There are no mandatory prepaymentregents. The covenant and default terms are ity the same as our other long-
term debt. The net proceeds were used to refinamcdebt due in 2003 and to fund or refinance puestment in telecommunications assets.

The floating rate tranche bears interetioaidon Interbank Offered Rates plus 4.75% (withinimum interest rate of 6.50%) per annum
and the fixed rate tranche bears interest at 6 98%annum. The lenders funded the entire prin@paunt of the loan subject to original is
discount for the floating rate tranche of 1.00% &ordhe fixed rate tranche of 1.652%.

Asset impairment

In August 2003, we entered into a servagreement with a subsidiary of Sprint that allowsairesell Sprint wireless services, incluc
access to Sprint's nationwide PCS wireless networgonsumer and business customers, primarilyinvibr local service area. We plan to
begin offering these Sprint services under our drzame in early 2004. Our wireless customers whaarrently being serviced through our
proprietary wireless network will be transitionent@ Sprint's network. Due to the anticipated dexeda usage of our own wireless network
following the transition of our customers onto $gs network, in the third quarter of 2003 we perfed an evaluation of the recoverability
the carrying value of our long-lived wireless netkassets.

In accordance with SFAS No. 144, we compp@ress undiscounted cash flow projections to Hreying value of the long-lived wireless
network assets and determined that certain assepgmwere not expected to be recovered throughefytiwjected cash flows. For those asset
groups that were not recoverable, we then estintheeéhir value using recent selling prices for pamable assets. Our cell sites, switches,
related tools and equipment inventory and certafiormation technology systems that support the legenetwork were determined to be
impaired by $230 million. Estimating the fair valokthe asset groups involved significant judgreemd a variety of assumptions.

In accordance with SFAS No. 144, the failue of the impaired assets becomes the new s dounting purposes. As such,
approximately $25 million in accumulated depreaatwill be eliminated in connection with the accbing for the impairments. The impact
of the impairments will reduce our annual deprécratind amortization expense by approximately $#llom, effective October 1, 2003.

QCII purchase agreement

On December 18, 2003, QCII entered intagmr@ement to purchase certain telecommunicatisetsafom Allegiance Telecom, Inc.
("Allegiance") for a purchase price consisting 808 million in cash, a convertible promissory nist¢he amount of $90 million and the
assumption of certain liabilities. The agreememstilsject to approval by the U.S. Bankruptcy Cound eertain other government regulatory
agencies. The Bankruptcy Court has designated gthe stalking horse bidder in the sale procef®rinterested potential bidders will
have an opportunity to offer higher bids for theeds of Allegiance. If QCII is successful in thdding process, it expects to consummate the
transaction sometime in 2004. In that event, fidssible that some portion of the Allegiance assétde transferred to or purchased by us,
although we have not yet determined the amourtie@ptice we would pay for them.

Dividends

For the nine months ended September 38,208 have declared regular dividends amountirglt634 billion. In addition, in August
and November of 2003, we declared and paid dividémdhe amount of $360 million and $719 millioaspectively, relating to net income
from prior periods that had not been declared a pa dividends in those periods. We plan to decdard make additional dividend payments
in the future until all net income from wirelinetdies from prior periods has been declared andttedhas dividends. We estimate that the
incremental amount (in addition to the $1.079 dilldeclared in 2003) of such dividends will be apgmately $1.3 billion.
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Note 19: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

(As restated, see Note 3)
(Dollars in millions)

2002(1)

Revenue: $ 3,06¢ $ 3,00z $ 2,94t  $ 2,89¢ $ 11,91¢
Operating income (los 75€ (21%) 654 80¢& 2,00z
Net income (loss $ 37C $ (259)(2) $ 308 % 38t $ 80t
2001

Revenue: $ 3,111 $ 3,13¢ $ 3,18 $ 3,10¢ $ 12,537
Operating incom: 757 60¢€ 951 47¢% 2,78¢
Net income $ 3773) $ 321(4) $ 49€ $ 2155) $ 1,407

(1) Balances for the quarter ended March 31, 2002 haea restated. See discussion of the restatemBlutén3—Restatement of
Results. As we have not previously filed our QuéytReports on Form 10-Q for the quarters ended B 2002 and September 30,
2002, these numbers have not been restated. Alligimidor 2001 have also been restated.

(2) Includes an after-tax charge of $503 million fog tmpairment of assets (primarily property, plami @quipment) under FAS No. 144.

3) Includes a net after-tax charge of $59 million Kterger-related charges.

(4) Includes "catch up" depreciation of $136 millioft€a-tax) for access lines that were reclassifiedheld and used" and a net after-tax
charge of $64 million for Merger-related charges.

(5) Includes an after-tax increase in SG&A of approxeha$77 million over prior quarters primarily dteeincreased purchases from
affiliates and higher bad debt. Also includes aafter-tax charge of $80 million for restructuriagd Merger-related charges.
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The table below reconciles the quarterfgrimation as previously reported to the restateduarts.

2002

Revenues, as previously repor
Restatement adjustmer

Revenue!
Operating income, as previously repor
Restatement adjustmer

Operating income (los!
Net income as previously report
Restatement adjustmer

Net income (loss
2001
Revenues, as previously repor
Restatement adjustmer

Revenue!
Operating income, as previously repor
Restatement adjustmer

Operating incom:
Net income as previously report
Restatement adjustmer

Net income

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter

Total

(Dollars in millions)

$ 3,04¢ $ — 3 — % — %
19 — — —
3,06¢ 3,00z 2,94¢ 2,89¢
817 — — —
(59 — — —
75¢ (215) 654 80E
391 — — —
(21) — — —
$ 37C $ (259 $ 302 $ 38t $
$ 311¢ $ 316/ $ 3181 $ 3211 $
(8) (26) 1 (105)
3,111 3,13¢ 3,18: 3,10¢
84€ 85¢E 984 637
(89) (249) (33 (162)
757 60€ 951 47F
441 46¢ 51E 312
(64) (14¢) (19) (99)
$ 377 $ 321 $ 49¢€ $ 212 $

11,91¢

2,00z

80¢

12,67
(139)
12,53;
3,327
(539)
2,78¢
1,737
(330)
1,407

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACOUNTING AND FINANCIAL DISCLOSURE

Prior to May 29, 2002, QCII had not engagettpendent auditors for 2002. Based on the recamdation of the Audit Committee of t
Board of Directors of QCII, on May 29, 2002 the Bbaf Directors of QCII decided, effective immedilgt not to reengage Arthur Anderse

LLP as our independent auditor.

Effective May 29, 2002, QCII's Board of &tors engaged KPMG LLP ("KPMG") to serve as odejrendent auditor for 2002.

Arthur Andersen LLP's reports on our coitiadkd financial statements for the years endecdber 31, 2001 and 2000 did not contain
an adverse opinion or disclaimer of opinion, norevbey qualified or modified as to uncertaintydidigcope or accounting principles. During
the years ended December 31, 2001 and 2000 anggthiday 29, 2002, there were (1) no disagreemeitktsAvthur Andersen LLP on any
matter of accounting principles or practices, fitiahstatement disclosure, or auditing scope ocgulare which, if not resolved to Arthur
Andersen LLP's satisfaction, would have causedl ihéke reference to the subject matter in conneetith its report on our consolidated
financial statements and (2) no reportable evestsisted in Item 304(a)(1)(v) of Regulation S-K.

During the years ended December 31, 20612800 and prior to May 29, 2002, we did not conKBMG with respect to the applicati
of accounting principles to a specified transact&ther completed or proposed, or the type oftaayminion that might be rendered on our
consolidated financial statements or any otherematir reportable events listed in Items 304(a)(a)(d (i) of Regulation S-K.
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Following our decision not to emgage Arthur Andersen LLP and the engagement M&Pwve decided to revise certain of our previ
accounting practices and policies. Prior to makivese revisions, we sought Arthur Andersen LLRsiirand cooperation and notified Arthur
Andersen LLP of our determinations prior to theibfic announcement. During August 2002, QCII reedia letter from Arthur Andersen
LLP, indicating its disagreement with QCII's propdsestatement as to certain issues not relevanirtbnancial statements. Although QCII
has continued to seek Arthur Andersen LLP's inplibWwing Arthur Andersen LLP's letter as it madetifier determinations about the
restatement of other issues, QCII has not respotaitte August correspondence from Arthur Andetde®. Following QCII's notification t
Arthur Andersen LLP of certain restatement isstiesritemplated discussing with the staff of the SkE@ng February 2003, QCII received a
second letter from Arthur Andersen LLP indicatihgad not received a response to its positionseapdessing Arthur Andersen LLP's
disagreement with the other restatement issue€x@ifithad identified. Arthur Andersen LLP has nathdrawn its previously issued opinion
related to our financial statements for the threary ended December 31, 2001.

ITEM 9A. CONTROLS AND PROCEDURES

The effectiveness of our or any systemisgldsure controls and procedures is subject tiicelimitations, including the exercise of
judgment in designing, implementing and evaluathegcontrols and procedures, the assumptions nsdéritifying the likelihood of futur
events and the inability to eliminate misconduanptetely. As a result, there can be no assurarateotir disclosure controls and procedures
will detect all errors or fraud.

We have completed an evaluation of thectiffeness of the design and operation of our déstk controls and procedures pursuant to
Rule 13a15 under the Exchange Act. This evaluation hasva&tbus to make conclusions in 2003, as set fotitwheegarding the state of ¢
disclosure controls and procedures as of Decenthe2(®2.

Extensive evaluation of our internal cotgraver financial reporting began in May 2002 andtmued until October 2003 in conjunction
with the issuance of the 2002 financial statemantsthe conclusion by our Chief Executive Officed &hief Financial Officer that as of
December 31, 2002 our disclosure controls and piwes were not effective. The components of théuatian and the principal conclusion
we reached regarding the "material weaknesses"sagificant deficiencies” that existed in our irtal controls prior to the third quarter of
2003 are described below.

Our evaluation included the following aciso

. Beginning in July 2002, our new auditors, KPMGtha direction of senior management, the Audit Cottamiof QCII and the
Board of Directors of QCII, conducted a review af mternal controls over financial reporting amirenunicated to QCII's
Audit Committee and senior management its findiwgh respect to approximately 150 internal contsslies. These issues
impacted both operational and financial control®sg a variety of control areas, including contmisr financial reporting.
Many of the higher priority issues affecting intaraontrol over financial reporting correspondedh® internal control
weaknesses and deficiencies identified below.

. Starting in May 2002, our accounting personnel gadan an extensive effort to analyze and recorgzleh of our quarterly
balance sheets. These continuing efforts, alonly @fforts to satisfy the certification requiremeuntgler the Sarbanes-Oxley
Act of 2002 and related rules, identified severatters for additional review. We were unable, desihiese efforts, to file our
2002 Form 10-K until January 13, 2004.
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. The QCII internal audit group conducted a comprehencompan-wide risk assessment beginning in the fall of 2082 part
of their assessment, QCIllI's internal audit groughigscontroller's organization scrutinized a numiifditems for potential
internal control deficiencies. QCIlI's internal auglioup also reviewed unresolved issues identifiguast internal audits for
potential internal control deficiencies. Theseiing reviews and assessments identified the foilgvaireas of possible control
weaknesses or deficiencies affecting internal biver financial reporting:

. Controls over recording and tracking of assetslatulities;
. Timing of recording transactions;
. Controls over accounting for complex transactioms @ash receipts and disbursements;
. Controls over accounting close process and traakimgmitments; and
. Information systems disaster recovery.
. QCllI's substantial efforts, beginning in July 2G0®1 ending in October 2003, to restate our 20012806 financial statements

included an effort to identify the internal contraver financial reporting that could or should én@vevented or mitigated the
error. These efforts and the audit of the restaéfill and 2000 financial statements were designpdotdde reasonable
assurance that we have recorded all material axi@rgs.

As a result of our efforts in 2003 and 2@@2valuate the effectiveness of the design amdation of our disclosure controls and
procedures, we have now concluded that the follgwnternal control deficiencies constituted "matkweaknesses" or "significant
deficiencies," as defined under standards estaulibly the American Institute of Certified Publicodantants, during 2002, 2001 and 2000,
the three fiscal years that were the subject oftut:

. Deficiencies related to the structure and designceftain financial information and reporting proceses. Deficiencies in
certain controls arose due to delays and ineffeotgs in seamlessly merging the individual andndisprocesses, policies and
practices of the separate pre-merger entities.ertieSciencies included lack of adequate contradtuding analyses,
supervision and review of financial results ancabaks. For example, following the merger we ha@selifferent enterprise
resource planning systems which were not systeaitintegrated to the Company's consolidation toad used 10 charts of
account with different account definitions and miagp. As a result, errors and inconsistencieseénctimsolidation process
resulted from the delayed integration and mechéinizaf systems of internal controls. Certain afgf deficiencies were a
consequence of the manual intervention that becaessary as a result of the lack of complete iiatign. Among the
problems evidencing these deficiencies were thusehtad occurred in our accounting processes ferdompany transactions
and the recognition of revenue in the Company'sless business;

. Deficiencies related to design of policies and ex&en of processes related to accounting for opéngtactivities.These
deficiencies included problems that occurred inamgounting policies and processes for verifyingpaat balances and
transactions such as accounts receivable, posisiyto the general ledger, balance sheet recdimila facilities costs, fixed
assets and inventory. In 2003 and 2002, we confiroug restatement findings with detailed activisggonciliations;

. Deficiencies related to inadequate or ineffectiveligies for complex transactions and certain otheratters.These

deficiencies related to problems that occurreccooanting for complex transactions. In 2002, welanpented a new policy f
the initiation and processing of complex
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transactions and we introduced interim and mitigatontrols that address certain of these othaegsand

. Deficiencies related to the internal control envinment. As a result of the various issues raised in conmeetith the
restatement process, current management has alsluded that deficiencies in the internal controfisonment (relating to
accounting, financial reporting and internal

controls) during the three fiscal years subjectudit constituted, at times, a material weaknesagh of 2000 and 2001 and a
significant deficiency in much of 2002, though thificiency had been corrected by December 31,.2D02 deficiencies in
our internal control environment that created tfaarial weakness and/or significant deficiencynexfeed in the previous
sentence were evidenced by or inferred from a numibkctors, principal among which were:

. the nature of the accounting matters that wereected during restatement (which are describedtiailde Note 3—
Restatement of Results to our consolidated findstéements in Item 8 of this report);

. the breadth of issues requiring restatement caogéite absence of documented policies and procsdieertain areas
or the failure of employees to follow policies gocedures from time to time (which policies andgadures we rely
upon to improve accuracy and consistency in ouo@aiing entries and decision-making);

. the frequency with which we were unable to obtaipporting documentation and/or evidence of ratiersald approva
(which we rely on in order to review and confirne thccuracy and appropriateness of internal decisiaking
regarding accounting issues);

. in some instances, employee conduct that led wpdiisary action (which was a factor leading ughie amendment of
our Code of Conduct and Compliance Policies andrstitution of compliance training programs deised below).
These items in the aggregate caused current maeagéonconclude that deficiencies in the interrmadtool
environment existed during the periods under restant. In 2002, the Board of QCII appointed newaen
management, and the Company undertook subseqderis ¢b resolve internal control problems. The A@bmmittee
of QCII and the Company also took steps to addiesse issues and continue to emphasize the imgertsn
establishing the appropriate environment in retatimaccounting, financial reporting and internahirols. Such
deficiencies were corrected by December 31, 2002.

In October 2003, in connection with theivkly of the Statement on Auditing Standards Noregdort on the audit of QCII's consolida
financial statements for 2002 and restated findistéements for 2001 and 2000, KPMG reported tdlI'@@anagement and its Audit
Committee reportable conditions consistent withitbens described above and characterized them &sialaveaknesses. The reportable
conditions specifically cited by KPMG were an ingdate control environment, inadequate control &g inadequate financial information
and reporting processes, and inadequate contmof®feroutine transactions. The Company, in perfognits evaluation, also considered
KPMG's findings.

We believe that many of the restatemenisidjents are the result of the ineffective inteowaltrol policies and procedures, as indicated
above. We also believe that, in some cases, catainor employees did not follow our policies, peeses and procedures. This belief
increased the level of inquiry we applied in evéhgcertain potential restatement items.
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While performing our internal analysis, identified various transactions in which employegsapplied policies or procedures in a
manner that permitted us to prematurely recogrezenue. Several employees were disciplined aftedtetermined that they had engaged in
misconduct in transactions that allowed us to ptanedy recognize revenue.

In our review of the matters leading to testatement of our wireless revenue, we deterntimegtdsome of our employees violated our
policies by failing to report known errors to propeanagement personnel and attempting to correctitors only prospectively. We have
taken disciplinary action against the employees didanot follow our policies.

In October 2003, our management, inclugingChief Executive Officer and Chief Financial ©fr, completed our evaluation of the
effectiveness of our disclosure controls and pracesiand concluded that, as of December 31, 2@02jisclosure controls and procedures
were not effective because of deficiencies rel&ted

. the structure and design of certain financial infation and reporting processes (a significant deafity as of December 31,
2002);
. the design of policies and execution of processkdad to accounting for operating activities @n#icant deficiency as of

December 31, 2002); and

. inadequate or ineffective policies for complex sactions and certain other matters (a material neskas of December 31,
2002).

As noted, our Chief Executive Officer anki€® Financial Officer concluded that the deficigmelated to our internal control
environment had been corrected by December 31,. ZD@2management, including our Chief Executiveic@ffand Chief Financial Officer,
also concluded, however, that, as of January 134 2e original filing date of our Annual Report Borm 10-K for the fiscal year ended
December 31, 2002), the Company's disclosure dsrara procedures were designed, and were effettivdve reasonable assurance that
the information required to be disclosed by the @any in reports that it files under the Exchangéif\icecorded, processed, summarized
reported within the time periods specified in thkes and forms of the SEC and to ensure that irdton required to be disclosed in the
reports filed or submitted under the Exchange Aedcumulated and communicated to our managemehiding our Chief Executive
Officer and Chief Financial Officer, in a manneathallows timely decisions regarding required disare. In addition, it is also the present
view as of the date of this amended filing of owmagement, including our Chief Executive Officed &hief Financial Officer, that, as of
December 31, 2003, our disclosure controls andgohaes were effective as set forth above.

Since mid-2002, we or QCII have taken a benof steps that will impact the effectivenesswf internal controls (steps taken in whole
or in part in the fourth quarter of 2002 are mariétth an asterisk), including the following:

. Appointed a new Chief Executive Officer ("CEO")]léaving the resignation of the former CEO;

. Appointed a new Chief Financial Officer, a new Senfice President-Finance and Controller, and alvemof other new
individuals in our finance and controller groupse lso restructured the finance group in a marhamlaces greater emphe
on control and accountability issues;

. After completing an extensive balance sheet redrd reconciliation process, we identified improypedcesses and procedu
that have been or are being implemented [*];

. QCII substantially increased the number of empleyiréts internal audit group [*];
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. QCIl appointed a new Chief Compliance Officer whkparts to its CEO;

. We improved the effectiveness of our corporate d@mpe programs. This effort included the hiringadiditional personnel
and the establishment of a management complianmoendtee that is staffed by senior-level employees;

. QCIl amended its Code of Conduct and Complianceigslito include company-wide principles and praced for
maintaining the integrity of our compliance, accting and reporting systems. We have establishegtante training
programs in connection with the amended Code oftdGoiy

. We re-evaluated prior policies and procedures atabéished new policies and procedures for suchensaas complex
transactions, account reconciliation procedurescamtract management procedures;*

. QCIlI established a Disclosure Committee, consishitgenior personnel from the business units aadittance and legal
groups, and we now follow an extensive review agrdification process in connection with our filingdth the SEC;

. We have taken advantage of significant outsideuress to supplement our finance and controller gsaand to support the
preparation of financial statements and reportsarato be filed with the SEC;*

. We have developed and implemented interim mitigationtrols, involving manual procedures by a sutigtnumber of
employees, in order to reduce to a low level thk of material misstatement in the financial staets;* and

. QCllI's Board modified its Audit Committee's Charserthat it complies with the Sarbanes-Oxley Ac2@®2 and the rules
issued thereunder.

The items set forth above that are markith &n asterisk were changes in the Company'snateontrols over financial reporting that
occurred in whole or in part in the fourth quai&2002 that materially affected, or were reasopdikkly to materially affect, our internal
control over financial reporting.

The Company continues to improve and refmeternal controls. This process is ongoing] #re Company seeks to foster an
exemplary internal control environment.
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PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT
We have omitted this information pursuant to Genérastruction | (2).
ITEM 11. EXECUTIVE COMPENSATION
We have omitted this information pursuant to Genérastruction | (2).

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS ANDMANAGEMENT AND RELATED STOCKHOLDER
MATTERS

We have omitted this information pursuant to Genérastruction | (2).

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
We have omitted this information pursuant to Genérastruction | (2).

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Not applicable.

114




PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

(@) Documents filed as part of this report:

(1) Report of Independent Registered Public AccognEirm

(2) Financial Statements covered by the Repomdépendent Registered Public Accounting Fi
Consolidated Statements of Operations for the yeadsed December 31, 2002, 2001 and
Consolidated Balance Sheets as of December 31, 2002 and 200
Consolidated Statements of Cash Flows for the yeailed December 31, 2002, 2001 and 2
Consolidated Statements of Stockholder's Equitytferyears ended December 31, 2002, 2001 and
Notes to the Consolidated Financial Statementthimyears ended December 31, 2002, 2001 and

(b) Reports on Form 8-K:
We filed the following report on Form 8-K duringettiourth quarter of 2002:

On November 29, 2002, we filed a report on Form 8tdting that QCII had announced the completiotheffirst phase of the sale of
its Qwest Dex business.

(©) Exhibits required by Item 601 of Regulation S-K:

Exhibits identified in parentheses below are om Wiith the SEC and are incorporated herein by eefa. All other exhibits are
provided as part of this electronic submission.

Exhibit No. Description

(3.1) Restated Articles of Incorporation of Qwest (irpmrated by reference to Qwest's Annual ReportamFL0-K for the year
ended December 31, 1997, File N-3040).

(3.2)  Articles of Amendment to the Articles of Incorpacat of Qwest (incorporated by reference to Qwe3tiarterly Report on
Form 1(-Q for the quarter ended June 30, 20!

(3.3) Amended and Restated Bylaws of Qwest (incorporayaference to Qwest's Annual Report on Form 1fo+khe year
ended December 31, 2003, File N-3040, as originally filed with the SEC on JanuaBy 2004).

(4.1)  No instrument which defines the rights of holderQuest's long and intermediate term debt is filedewith pursuant t
Regulation S-K, Item 601(b)(4)(iii)(A). Pursuantttus regulation, Qwest hereby agrees to furnisbgy of any such
instrument to the SEC upon reque

(4.2)  Indenture, dated as of April 15, 1990, by and betwiglountain States Telephone and Telegraph Commaahyl he First

National Bank of Chicago (incorporated by referetcc®west's Annual Report on Form-K for the year ended December
2003, File No. -3040, as originally filed with the SEC on JanuaBy 2004).
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(4.3)  First Supplemental Indenture, dated as of April1l991, by and between U S WEST Communications,dnd.The First
National Bank of Chicago (incorporated by referetcc®west's Annual Report on Form-K for the year ended December
2003, File No. -3040, as originally filed with the SEC on JanuaBy 2004).

(4.4) Indenture, dated as of October 15, 1999, by andd®mt U S West Communications, Inc. and Bank OnstTCompany, NA,
as Trustee (incorporated by reference to QwestaiAnReport on Form 10-K for the year ended DecerBhbe1999, File No.
1-3040).

(10.1  Purchase Agreement, dated as of June 5, 2000, ath@'g/est Communications, Inc. and Lehman Brothers Merrill
Lynch & Co., Merrill Lynch, Pierce, Fenner & Smitthicorporated, Banc of America Securities LLC, arRl Morgan
Securities Inc., as Representatives of the Intiaichasers listed therein (incorporated by referéo®west's Form S-4 filed



on October 11, 2000
(10.22  Term Loan Agreement, dated as of June 9, 2003ntdyamong Qwest, the Lenders listed therein, andiMeynch & Co.,

Merrill Lynch, Pierce, Fenner & Smith Incorporated, sole book-runner, joint lead arranger and satidin agent, and Credit
Suisse First Boston, acting through its Caymamtgabranch as joint lead arranger and adminiseaigent, and Deutsche
Bank Trust Company Americas, as documentation agethDeutsche Bank Securities, Inc. as arrangeot{iorated by
reference to Qwest's Current Report on Fo-K, dated June 10, 2003, File N¢-15577).

31.1 Chief Executive Officer Certification pursuant tection 302 of the Sarbar-Oxley Act of 2002

31.z  Chief Financial Officer Certification pursuant te@ion 302 of the Sarbar-Oxley Act of 2002

32  Certification pursuant to 18 U.S.C. Section 1350adopted pursuant to Section 906 of the Sarl-Oxley Act of 2002

( ) Previously filed.
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SIGNATURES

Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, ribgistrant has duly caused this report t
signed on its behalf by the undersigned, thereduatyp authorized, in the City of Denver, State of@ado, on November 12, 2004.

QWEST CORPORATION,
A COLORADO CORPORATION

By: /sl OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Officer
(Principal Financial Officer)

Pursuant to the requirements of the SeesrExchange Act of 1934, this report has beeresidrelow by the following persons on bel
of the registrant and in the capacities indicatedNovember 12, 2004.

Signature Titles

/s/ RICHARD C. NOTEBAERT Director, Chairman, Chief Executive Officer and fdent
(Principal Executive Officer)

Richard C. Notebae

/sl OREN G. SHAFFER Director, Vice Chairman and Chief Financial Offi¢@rincipal
Financial Officer)

Oren G. Shaffe
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Stockholder
Qwest Corporation:

Under date of January 8, 2004, we reported ondhedlidated balance sheets of Qwest Corporatiorsabsidiaries, a wholly owned
subsidiary of Qwest Communications International las of December 31, 2002, 2001, and 2000, anckthted consolidated statements of
operations, stockholder's equity, and cash flows&eh of the years then ended, as contained iartheal report on the 2002 Form 10-K/A.
In connection with our audits of the aforementionedsolidated financial statements, we also auditedelated accompanying consolidated
financial statement schedule, Schedule II-Valuagiod Qualifying Accounts. This financial statemechedule is the responsibility of the
Company's management. Our responsibility is to@sgan opinion on this financial statement schellated on our audits.

In our opinion, such financial statement scheduteen considered in relation to the basic consdididinancial statements taken as a whole,
presents fairly, in all material respects, the iinfation set forth therein.

As discussed in note 3 to the consolidated findistegements, the Company has restated its coasetidbalance sheets as of December 31,
2001 and 2000, and the related consolidated statsmé&operations, stockholder's equity, and clshsffor each of the years then ended,
which consolidated financial statements were prgsfipaudited by other independent auditors who lt@ased operations.

/sl KPMG LLP

Denver, Colorado
January 8, 2004




QWEST CORPORATION
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(DOLLARS IN MILLIONS)
Balance at

beginning
of period(1)

Allowance for uncollectibles
2002
2001
2000

@ & B

(1) January 1, 2000 balance is unaudited.
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Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Richard C. Notebaert, certify that:
1. | have reviewed this annual report on Form 10-KiRuwest Corporation;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

b) Evaluated the effectiveness of the registrantaalisire controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

C) Disclosed in this report any change in the regigtsanternal control over financial reporting tlaturred during the
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer(s) andalve disclosed, based on our most recent evaluatimnernal control over financial
reporting, to the registrant's auditors and thatauainmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contra¢iofinancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant's
internal control over financial reporting.

Date: November 12, 2004

/s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman and Chief Executive Offic
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Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Oren G. Shaffer, certify that:
1. | have reviewed this annual report on Form 10-KiRuwest Corporation;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgbsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

b) Evaluated the effectiveness of the registrantaalisire controls and procedures and presentedsimeport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

C) Disclosed in this report any change in the regigtsanternal control over financial reporting tlaturred during the
registrant's most recent fiscal quarter (the regiss fourth fiscal quarter in the case of an ahneport) that has materially
affected, or is reasonably likely to materiallyeaftf, the registrant's internal control over finahcéporting; and

5. The registrant's other certifying officer(s) andalve disclosed, based on our most recent evaluatimnernal control over financial
reporting, to the registrant's auditors and thatauainmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) All significant deficiencies and material weaknesgethe design or operation of internal contra¢iofinancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrant's
internal control over financial reporting.

Date: November 12, 2004

/sl OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic
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Exhibit 32

CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifiesttie purposes of section 1350 of chapter 63lef18 of the United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, in his capacity as an officer of Qwest Qogtion ("Qwest"), that, to his
knowledge, the Annual Report of Qwest on Form 18- the year ended December 31, 2002, fully coesplvith the requirements of
Section 13(a) of the Securities Exchange Act of4183d that the information contained in such refairly presents, in all material respects,
the financial condition and results of operatiorQufest. This written statement is being furnisteethe Securities and Exchange Commission
as an exhibit to such Form XJA. A signed original of this statement has beesvjzled to Qwest and will be retained by Qwest furdishec
to the Securities and Exchange Commission oraf§ gpon request.

Dated: November 12, 2004 By: /s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
Chairman and Chief Executive Offic

Dated: November 12, 2004 By: /sl OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Offic
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